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ABSTRACT 
Internal control is considered to be the most important measure necessary in all 
organisations to ensure that organisational goals are achieved. Like all other 
organisations, municipalities must design and implement certain controls in order to 
achieve positive audit outcomes and fulfil their mandate of good service delivery. This 
study was conducted to generate an in-depth understanding of internal control and 
how it impacts audit outcomes. The study addresses the absence of qualitative studies 
on internal control in South African municipalities relating to their financial statements.  
The following research question was set: which internal controls underpin clean audits 
compared to those with unclean audits? To answer the research question, the 
following objectives were met: a literature review was conducted in order to 
understand the concept of internal control; a review of the relevant laws and 
regulations applicable to municipalities serving as a means of internal control was 
performed in order to understand the regulatory internal control framework applicable 
to municipalities in South Africa; a content analysis was conducted on selected 
municipalities that had obtained clean audit outcomes, versus those that received 
unclean audit opinions. This helped the researcher to gain understanding of the type 
of internal controls relevant to the two extremes of audit outcomes.  
A qualitative research design using document analysis was implemented to achieve 
the research objectives. Data was collected through secondary data available in the 
public domain. The criterion sampling method was used for metropolitan municipalities 
whilst simple random sampling method was used for district and local municipalities. 
The basic internal controls identified by the Auditor-General of South Africa were 
examined and from these, five basic categories of internal control were identified. The 
findings revealed that internal control is essential in achieving positive and clean audit 
outcomes. To attain and maintain clean audit status, municipalities with unclean audits 
could benefit from this study as it provides a clear comparison of municipalities with 
clean vs unclean audits.  
The study recommends that the municipal leadership should attain adequate training 
to ensure that instability, and under-performance of employees may be addressed. 
Furthermore, financial management risk can be reduced through implementation and 
managing internal control systems and monitoring by relevant assurance providers. It 
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is highly recommended that municipalities apply King IV report on governance to 
strengthen their ethical culture.  
The study adds to the existing body of knowledge that assists municipalities in 
understanding the internal controls necessary to perform their required mandates. 
However, like any other research there are obvious limitations to this study that 
warrants further investigation.   
 
Key words: audit outcome; ethical environment; financial statement; internal control; 
monitoring; municipalities. 
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CHAPTER 1 
INTRODUCTION AND STUDY BACKGROUND 
 
1.1 INTRODUCTION 
Business failures internationally and in South Africa (SA) have resulted in new and 
updated legislation (Ngoepe, 2012:20). In response to accounting fraud, such as those 
at Enron and WorldCom, the American government enacted the Sarbanes Oxley Act 
of 2002 (SOX) (Peavler, 2019: 2). Key aspects of SOX focus on producing accurate 
and reliable corporate disclosure and largely focuses on effective internal controls, 
oversight responsibility and corporate governance (Mallin, 2010:2).  
Internal controls became so important that management is increasingly expected to 
submit an assessment of the efficiency and effectiveness of internal controls to the 
audit committee, especially as it relates to the accuracy and reliability of financial 
statements. Similarly, regulators are expected to improve the quality of financial 
reporting and therefore enhance investor confidence (Calderon, Wang & Conrad, 
2012: 20). In addition, to ensure compliance with implemented legislations such as 
SOX many more companies are assessing, testing and recording their internal 
controls for the purpose of financial reporting and disclosure. Other companies have 
recognised that effective internal controls are a necessity for long-term business 
continuity, therefore they have joined in to comply with SOX although they are not 
required to do so (McNally, 2013: 1).  
Corporate scandals in South Africa, such as those that took place at Fidentia, a 
Financial Asset Management company, are an example of weak internal controls and 
management’s lack of commitment to strengthen them (Gabrini, 2013: 39). More 
recently, the Venda Building Society (VBS) mutual bank collapse, known as the “bank 
heist”, saw investors loose R200bn. According to Business Day (2018), only 33 out of 
257 municipalities received a clean audit opinion in 2017, however, the municipal audit 
outcome report of 2016 put the number at 48. It has been revealed that 14 
municipalities fell victim to this VBS scandal, and collectively lost about R1.2bn, which 
had been illegally deposited with the bank. According to Business Day (2018), these 
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deposits were allowed by municipal finance officers, therefore demonstrating a lack of 
controls and accountability in many local administrations. 
It is evident that this corporate misconduct is not only related to corporate entities but 
is equally applicable to public sector entities and municipalities.  In South African local 
municipalities, obtaining an unqualified audit opinion remains a challenge (Shiceka, 
2009: 1; Auditor General South Africa (AGSA), 2016: 59). The AGSA 'audit report’ 
overall problem is mismanagement of taxpayers’ money (Ngoepe 2012). For that 
reason, government is required to move towards higher levels of transparency, thus 
demonstrating accountability in the use of tax payers' money and efficiency in the 
delivering services to their designated communities. 
 
1.2 IMPORTANCE OF INTERNAL CONTROL 
Municipalities account for the use of taxpayers’ money and its financial position 
through their annual financial statements (AFS) therefore internal control system at 
municipalities are of paramount importance (AGSA, 2016: 45). AGSA is responsible 
for assessing the design and implementation of internal controls in order to ensure 
reliable financial and performance reporting and compliance with legislation, which is 
done as part of the year-end audit of the AFS (AGSA, 2016:183).  
To assist municipalities, achieve efficiency in their operations AGSA reviews internal 
controls which also includes considering all policies and procedures implemented by 
the management. Procedures may include, but are not limited to, safeguarding of 
assets, controls that can prevent and detect fraud and error, adhering to policies, 
ensuring that accounting records are complete and accurate, and controls 
underpinning reliability and timeous presentation of financial statements (AGSA, 2016 
183). Internal controls are therefore paramount to the fair and reliable preparation of 
the AFS.  
Furthermore, if an internal control system is well designed and functioning, this 
contributes to the entity being successful in all segments (Dimitrijevic, Milovanovic, & 
Stancic, 2015: 43). The audit opinion generated from these AFS affects the decisions 
of the public, which shows that the public has confidence in the opinion of the auditor 
(Cullinan, Du & Zheng, 2012; Phosrichan, Boonlua, & Janjarasjit, 2015: 29). 
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To ensure accuracy, completeness and timely preparation of transactions, controls 
should be in place which will result in less risk of reporting false or inaccurate data in 
the financial statements (AGSA, 2016: 22). One can deduce that strong internal 
controls are fundamental to ensuring improvements at municipalities.  
It is of great interest to understand how organisations are dealing with poor audit 
outcomes, and whether it is common knowledge that internal controls somehow 
impact these outcomes. In essence, there is a lack of studies on internal control and 
their impact on audit outcomes (See Annexure A, p.106). Most studies on internal 
controls focus on specific municipality or company controls, without linking them to 
financial statements. To date, there has been limited research conducted on the type 
of internal control underpinning audit outcomes. The only study that came close was 
carried out by Scholtz (2014) at the Northwest University for his Masters of Arts in 
Public management and Governance, see Annexure A attached.  
This study will contribute to the internal control literature by summarising through 
empirical evidence the type of internal control relative to clean and unclean audits. 
Annexure A summarises previous study undertaken on internal controls. For that 
reason, the researcher attempted to fill this gap by exploring the internal controls 
underpinning audit outcomes. Furthermore, the study aims to contribute to the existing 
body of knowledge on the effectiveness of internal controls and their impact on 
financial statements within South African municipalities. 
The following section provides the background to the research problem, after which 
the research objectives are stated. 
 
1.3 BACKGROUND TO THE RESEARCH PROBLEM 
According to Oberholzer (2012: 2), “the South African Department of Cooperative 
Governance and Traditional Affairs (COGTA) realised that local governments were in 
distress and therefore a comprehensive remedy to address this issue was necessary”. 
These issues pertain to ineffective leadership, financial mismanagement, governance 
failure and inadequate skills in key positions (Oberholzer, 2012: 2).  
Consequently, municipalities were left in financial distress, and a concomitant loss of 
trust and confidence in local governments (LGTAS 2009; Monkam, 2014: 275). “This 
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led to the establishment of Operation Clean Audit (OCA) in 2009, with the overall aim 
to assist all 283 (now 278) municipalities in South Africa to obtain ‘clean’ audits by the 
end of the 2014 financial year” (LGTAS 2009; Ayele, Chigwata, O’Donovan, & Powell, 
2014:1). According to the objectives of OCA: 
 no municipality should achieve adverse and disclaimer audit opinions by 
2010/2011; 
 at least 60% of all municipalities should achieve unqualified audit opinions by 
2012; 
 75% of all municipalities should achieve unqualified audit opinions by 2013; and 
 100% by 2014 (Shiceka, 2009: 2). 
 
At the end of the 2015/2016 financial year, 263 audits of financial statements were 
completed and only 49 municipalities managed to obtain unqualified audit opinions 
(AGSA, 2016: 26); this was a one percent regression from the 2014/2015 financial 
year. Four municipalities received adverse opinions, with reports indicating that the 
basis for adverse and qualified opinion was the same. Twenty-five municipalities 
received disclaimers and 15 municipalities had outstanding audits (AGSA, 2016: 26).  
It is worth noting that the most prominent breakdowns which contributed towards the 
number of adverse opinions and disclaimer, were cases where municipalities were 
unable to provide supporting documentation (an important internal control) needed for 
auditors to perform test of controls and substantive testing in order to give an opinion 
on whether the financial statements were fairly presented. Therefore, their financials 
were not in a state where the auditor could easily determine where the financial 
resources had been allocated, or how the money had been spent. Moreover, these 
municipalities showed a lack of accountability for their financial statements (AGSA, 
2016: 24), and overall breakdown in the internal control environment. 
Notwithstanding the fact that many municipalities receive unclean audits, some 
municipalities improve on their prior unclean audit opinions, and others continue to 
maintain their clean audit status. The leadership at municipalities that seem to be 
improving has seen the value of investing in stronger internal controls (AGSA, 2016: 
130).  
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The fundamental driver of an organisation’ financial reporting quality stems from its 
internal control system (Church & Schneider, 2016: 176). According to Church and 
Schneider (2016: 176) fraud in financial statements has proven to be the reason for 
most business scandals reported in the past years and a breakdown of internal 
controls that underpin the fair representation of AFS.  
1.3.1 The research problem 
Continual evidence of unclean audit outcomes is, according to the AGSA (2016), 
a matter of concern in the country today.  According to findings by the Auditor-
General, unclean audit outcomes of municipalities reflect that money intended for 
service delivery, infrastructure and economic development is either being wasted, 
unlawfully used or stolen (Nombembe, 2011: 1). Moreover, it is an indication that 
there is poor performance in terms of the work that municipalities are mandated 
to carry out in terms of the Constitution and the country’s laws pertaining to local 
government (COGTA, 2014). To this end, the research problem is formulated 
below: 
The 2014 OCA deadline for ‘clean’ audits was missed by more than 90% of 
municipalities in South Africa (Stone 2014). According to AGSA (2016: 7) a 
lack of adequate controls negatively impacted audit outcomes. Despite many 
municipalities struggling to obtain ‘clean’ audits, some consistently improve 
on or maintain ‘clean’ audit outcomes. According to AGSA (2016: 52), the 
most prominent reason for unclean audit outcomes is due to poor control 
environments. 
Research has found that companies which provide low-quality financial 
information is due to a weak internal control system (Ashbaugh-Skaife, 
Collins, Kinney & LaFond, 2008: 247). In the municipal context in South 
Africa, it is therefore imperative to understand the types of controls relative to 
clean audit versus unclean audit.  This study was conducted to generate an 
in-depth understanding of internal control and how it impacts audit outcomes. 
In Chapter two the study addresses the absence of qualitative studies on 
internal control in South African municipalities relating to their financial 
statements. 
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In the context of the research problem, the main research questions and 
objectives are formulated in the following section. 
 
1.4 THE MAIN RESEARCH QUESTION AND OBJECTIVES OF THIS STUDY 
This study seeks to answer the following primary question, (answered in Chapter 
five; guided by methodology discussed in chapter four): Which internal controls 
underpin clean audits compared to those with unclean audits? 
In order to answer the main research question, the following secondary objectives 
were set:  
1. To conduct a literature review in order to understand the concept of internal 
control (discussed in Chapter two); 
2. To conduct a review of the relevant laws and regulations applicable to 
municipalities serving as a means of internal control, in order to understand the 
regulatory internal control framework applicable to municipalities (discussed in 
Chapter two); and 
3. To perform a content analysis from selected municipalities obtaining clean audit 
outcomes, versus selected municipalities which received unclean audits, in 
order to obtain an understanding of the type of internal controls which are 
prevalent to the two extremes of 'audit outcomes' (discussed in Chapter four; 
guided by methodology discussed in Chapter three). 
 
In order to answer the main research question, Chapter three details the research 
methodology.  
 
1.5 SIGNIFICANCE OF THE STUDY  
Municipalities receive a budget from government, and the government’s main source 
of income is the taxpayer. Thus, how municipalities spend taxpayers’ money affects 
society at large. It is possible however, to establish an accountable and responsive 
local government. Therefore, if local government fails, South Africa fails (Oberholzer, 
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2012: 2). It is therefore necessary that municipalities in general obtain clean audits, 
and that they should prioritise and adopt strong internal controls.  
Lessons can be learnt from this study by understanding the type of internal controls 
underpinning 'clean' and 'unclean audits', as the study aims to empirically create 
themes on the internal controls underpinning the two extreme audit outcomes, which 
could be informative to accounting officers and those responsible for the fair 
preparation of AFS in municipalities in SA. The study adds to the existing body of 
knowledge, which will assist municipalities to understand the internal controls 
necessary to perform their mandate. 
 
1.6 ETHICAL CONSIDERATIONS 
According to Leavy (2014: 5), ethics are a critical part in any research practice. In 
social research, researchers should prevent harm to those involved in the study 
(Leavy, 2014: 5). Ethical considerations in many instances, involve an exchange or a 
compromise between the interests and rights of different stakeholders (Babbie & 
Mouton, 2012: 520). The municipal annual reports and the AGSA reports are in the 
public domain. Since this study is based on secondary data, the researcher has 
referenced all sources consulted that contributed to the study. Furthermore, the study 
was submitted to the Ethics Committee of the University of Johannesburg, and ethical 
clearance was obtained. 
 
1.7 CHAPTER OUTLINE 
 Chapter 1 – Introduction: In this chapter the researcher introduced the research 
problem, objectives and the significance of the study, and ethical clearance 
considerations. The chapter provided a direction for the researcher on the research 
activities that should be carried this was to ensure that the study would add value 
in the research area. 
 
 Chapter 2 – Literature review: The researcher discusses the principles and 
concepts of internal controls and their influence on the audit process that underpins 
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the audit of annual financial statements. This entails a review of financial reporting 
standards, laws and regulations that auditees should adhere to.  
 
 Chapter 3 – Research design and methodology: This chapter focuses on the 
research design and methodology followed in this study. Motivation for the 
research design and methodology is provided. The sampling strategy utilised for 
this study is discussed.  
 
 Chapter 4 – Results of the study: In this chapter the researcher discusses and 
analyses the results of the study. Furthermore, the proposed strategy framework 
for municipalities that obtained a clean audit is interpreted. 
 
 Chapter 5 – Conclusions and Recommendations: After a comprehensive 
analysis of the findings, the researcher recommends strategies for failing 
municipalities to implement. The recommendations also highlight certain areas that 
may require further research, such as those which clean municipalities are also 
struggling with. 
 
1.8 CHAPTER SUMMARY 
In this chapter the background to the research problem was outlined, after which the 
main research question and objectives were formulated. The significance of the study 
was also highlighted. The following chapter reviews the literature on internal control 
origins and concepts, and the role they play in the audit outcomes of an organisation, 
with specific focus on municipalities in South Africa.  
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CHAPTER 2 
INTERNAL CONTROL 
 
2.1 INTRODUCTION 
The previous chapter provided an overview of the problem statement, the research 
objectives and the methodology. Clearly, a lack of adequate controls negatively 
impacts audit outcomes. In order to understand the conceptual dimensions of the 
problem statement, this chapter provides a comprehensive literature review presented 
and framed by pertinent scholarly perspectives on internal controls. Firstly, this chapter 
discusses the history and development of internal control, after which, the relevant 
internal control frameworks and guidelines are examined in order to understand their 
theoretical underpinnings. Internal controls within South African local municipalities 
was discussed in Chapter one, with specific reference to the MFMA and the Treasury 
Regulations. Lastly, the importance of internal control is discussed as it relates to the 
preparation and presentation of fair annual financial statements.  The following section 
provides an overview of the history and development of internal controls. 
 
2.2 HISTORY AND DEVELOPMENT OF INTERNAL CONTROLS 
This section explores the history of internal controls from when they were first 
recognised and defined, until their contemporary use. The history and development of 
internal controls is important as it reveals the evolution of internal controls from ancient 
history to more contemporary developments.  
2.2.1 The development of internal controls 
Stone (1969, as cited in Lee 1971: 151), stated that “the first signs of internal control 
can be found in the records of the early Mesopotamian civilization – the Sumerian –
around 3600 to 3200 B.C. For example, they made use of stone tablets to record 
commercial transactions. Stone (1969: 284) further explains that summaries would be 
prepared by scribes independent of those who provided the original payment list. 
Therefore, one can conclude that management of the time clearly had an idea of the 
accounting controls now known as segregation of duties. To substantiate this point, 
there are documents with evidence of internal control existence during that period 
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which reveal dots, tiny marks and ticks and circles alongside the different figures, this 
proves that internal checks had been performed (Stone, 1969: 284). 
Moreover, Brown (1905: 21) noted that the Treasury of the Egyptian Pharaohs did not 
allow any movement of receipts or payments without a written order, and that the 
records of one official were checked by another. In the ancient Egyptian era, the use 
of money was unknown, therefore, receipts and payments were made in kind in the 
form of oxen, corn, or fabric. The Treasury itself consisted of farms and warehouses 
to store any items that were received as payments (Brown, 1905: 21). In addition, the 
pharoahs central finance department used internal controls in a manner that when 
corn was received at the storehouses, the filling process was done under the 
supervision of an overseer and was thereafter noted down. Another scribe stationed 
at the roof of the storehouse were the corn sacks were delivered and emptied, 
recorded the number of sacks received.  
To strengthen this view, another article based on historical dates in accounting by the 
American Accounting Association (1954: 486) attests to the existence of internal 
controls dating as far back as 2000 BC, when the Egyptian treasurer’s activities in 
collecting grain were checked by a scribe. The controls used by the Egyptian pharoahs 
were meant to reduce the likelihood of fraud. According to Sampson (1999), 
authorisation and approval are control activities that mitigate the risk of inappropriate 
transactions, thus serving as a fraud deterrent and enforcing segregation of duties. It 
is evident that internal controls existed in ancient history, although they were only 
recognised and defined as the years progressed. 
In the latter part of the twentieth century, internal controls practices changed (Page & 
Spira, 2004: 9), influenced by the introduction of new technology and changes in audit 
approach. A well-known definition of an internal control activity or separation of duties 
before technological advancement was that the person responsible for opening 
incoming mail payments was independent from the person receiving the cheques and 
making those deposits at the bank. Automation, however, has advanced these 
activities (Moeller, 1997: 257). Settlements of payments today are done through the 
internet or through electronic data interchange transactions. Organisations have been 
forced to rethink and where necessary, redesign some of their internal control 
standards or guidelines due to change in technology. The former approach has served 
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organisations for many years, but due to the growth of highly integrated information 
systems it has somewhat become irrelevant. These changes called for the need to 
have a formal definition of internal controls. 
2.2.2 Definition of internal control 
Internal control was defined for the first time by a special committee of the American 
Institute of Certified Public Accountants (AICPA), in 1949 as: 
“. . . the plan of enterprise and all of the coordinate methods and measures 
adopted with a business to safeguard its assets, check the accuracy and 
reliability of its accounting data, promote operational efficiency, and encourage 
adherence to prescribed managerial policies.” (AICPA, 1949: 6). 
Over time, clarity on the definition was required, therefore the original AICPA 
Statement of Auditing Standards (SAS) was then expanded to define the internal 
control plan to include two elements, namely, administrative controls and accounting 
controls. Administrative controls is a function only applicable to management and 
include procedures, organisational plans and records that are related to the processes 
that require management’ stamp of approval on transactions (AICPA, 1958: 67).  
According to AICPA (1958: 67), accounting controls consist of both organisational 
procedures, plans and records that are highly related to safeguarding of assets and 
the reliability of financial information. “Accounting controls are designed specifically to 
provide reasonable assurance and not absolute assurance that: 1) transactions are 
executed in accordance with management's directives and authorisation; 2) 
transactions are recorded as necessary to allow preparation of financial statements 
(FS) in accordance with generally recognised accounting practices (GRAP) applicable 
to municipalities, and to maintain accountability for assets; 3) access to assets 
requires special permission from management; and 4) the recorded assets which 
shows management who authorised is compared with the physical assets and any 
discrepancies identified, requires corrective or appropriate action to be taken” (AICPA, 
1958: 67; Moeller, 1997: 257). 
Kavanagh (2012: 1), states:  
Accounting controls comprise of the plan of an organisation and all methods and 
procedures that are concerned mainly with safeguarding of assets and the 
25 
 
reliability of the financial records. These include controls such as separation of 
duties, the systems of authorisation and approval concerned with record keeping 
and accounting reports from those concerned with operations or asset custody, 
physical controls over assets, and internal auditing.  
Furthermore, Kavanagh (2012: 1) found that the purpose of defining and separating 
controls was to differentiate accounting controls, with which auditors are concerned 
about, from all other controls, since the auditor’s goal is to attest to the reliability of 
financial data (Wilford, 2012: 7). 
Administrative controls were defined by Wilford (2012: 6) as: 
 ... the plan of the organisation and all methods and procedures that are 
concerned mainly with operational efficiency and adherence to managerial 
policies and usually relate only indirectly to the financial records. These controls 
include statistical analyses, time and motion studies, performance reports, 
employee training programs, and quality controls (Wilford, 2012: 6).  
Jackson and Stent (2016: 5/5), defined internal control as a “process designed, 
established and monitored by those charged with governance, management and other 
personnel.” The main objective of internal control is to assist organisations achieve 
reasonable assurance about achievement of organisations’ objectives.  
Coetzee, Bruyn, Fourie & Plant (2012: 109), defines internal controls as “procedures 
and plans that have been reviewed and accepted by management in order to assist in 
achieving management’s goal to ensure that the business of an organisation are 
properly conducted in a proper and orderly manner.” 
A more widely adopted and comprehensive definition is given by the Committee of 
Sponsoring Organisations (COSO) of the Treadway Commission. The Treadway 
Commission was composed of the Institute of Internal Auditors (IIA), the AICPA, 
Financial Executives International (FEI), the American Accounting Association (AAA), 
and the Institute of Management Accountants (IMA). From the Treadway Commission, 
COSO was formed as a joint initiative with the Treadway Commission, and this 
organisation has focused on providing internal control guidance to firms (Wilford, 2012: 
7). 
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COSO defines internal control as “a process, affected by an entity’s management, 
board of directors, and other personnel, designed to provide reasonable assurance 
regarding the achievement of objectives” (COSO, 2017). The categories for these 
objectives are efficient operations, reliable of financial reporting, and compliance with 
laws and regulations. Control is further defined as any action that is taken by the board, 
management and other parties in order to manage risk and increase the possibility of 
achieving organisation’ goals (Coetzee, Bruyn, Fourie & Plant, 2012: 109). 
Furthermore, it is management’ responsibility to implement controls, in order to provide 
reasonable and not absolute assurance that objectives will be attained (Coetzee, 
Bruyn, Fourie & Plant, 2012: 109). 
In recent years, organisations have been more attentive and interested in the role that 
internal controls play (Agbejule & Jokipii, 2009: 500). Internal controls are not solely 
about policy and procedure manuals and systems, they are also about individual 
behaviour and actions that they portray that affect internal control at every level of an 
organisation.  
The COSO definition is very clear in that internal control is a process effected by every 
employee in an organisation, and therefore no one within an organisation is exempt. 
Thus, it is important that once controls are established, they are presented on paper 
and communicated to all staff members who are then required to adhere to the policies 
and procedures. Training has been found to be an imperative element in ensuring the 
effectiveness of internal controls (AICPA, 2014: 8).  
As stated by Dalkin (2013: 5), factors outside management’s influence or control can 
impact achievement of organisation’s goals. For example, a natural disaster is outside 
management’s control, this can affect an organisation’s ability to achieve its objectives. 
Therefore, once effective internal controls are in place, they provide reasonable 
assurance that an organisation will achieve its objectives. And lastly, “that internal 
control should be adaptable to an organisation’s structure, and thus flexible in 
application” (COSO, 2013: 3). According to Lakis and Giriūnas (2012: 149), and 
majority of other authors, assert that internal control is a holistic activity in both financial 
and management accounting. Most importantly, is that internal control should not only 
cover the entire activity of the organisation, without considering its objectives and 
goals (Lakis & Giriūnas, 2012: 149). 
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2.3 CONCEPTS OF INTERNAL CONTROL 
The COSO framework has 17 explicit principles that enhance management’s 
understanding of what constitutes effective internal control (COSO, 2017: 3). They 
provide clarity with regards to the role of principles in designing, implementing, and 
conducting internal control, as well as in assessing its effectiveness. Aquila (2013: 24) 
further explains that the principles are uniquely arranged around each of five 
components and therefore have an important bearing on each component, meaning 
that if a specific principle is not properly functioning, the assumption is that the related 
component is not functioning accordingly.  
2.3.1 COSO Control framework 
Many entities (e.g., firms, government agencies), recognising the importance of 
controls, have adopted the categories of internal control developed by COSO (i.e. 
“control environment, control activities, risk assessment, information and 
communication, and monitoring”) to structure their internal control evaluations 
(August-Crook, 2009: 4). According to August-Crook (2009: 1), the planning and 
assessment of the effectiveness of internal control indicates that organisations may 
use a structure other than COSO. However, it also emphasises the significance of the 
COSO framework, as evidenced by the many organisations using the framework 
(Klynveld Peat Marwick Goerdeler (KPMG), 2004).  
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Table 2.1 Components of Internal Control 
Components Principles 
1. Control environment “A set of standards, processes and structures that 
provide a basis for carrying out internal control in an 
organisation.” 
1. Tone at the top: this represents the integrity and 
ethical values of the organisation 
2. Exercises oversight responsibility 
3. Establishes structure, authority, and 
responsibility 
4. Process of attracting, developing and retaining 
competent individuals 
5. Enforces accountability 
2. Risk assessment “A dynamic and iterative process for identifying and 
assessing risks to the achievement of objectives.” 
6. Specifies suitable objectives related to 
operations, reporting and compliance 
7. Identifies and analyses risk to those objectives 
8. Assesses fraud risk 
9. Identifies and analyses significant changes that 
may render internal control ineffective 
3. Control activities “The actions established through policies and 
procedures that help ensure that management’s 
directives to mitigate risks are carried out and the 
achievement of objectives is reached.” 
10. Selects and develops control activities within all 
business processes 
11. Selects and develops general controls over 
           technology 
12. Example, authorisation/ approvals, 
reconciliation and segregation of duties 
29 
 
4. Information and 
communication 
“Information is necessary for an organisation to carry 
out internal control responsibilities in support of 
achievement of its objectives.” 
13. Organisation obtains and uses relevant, quality 
information to support the functioning of 
internal control 
14. Internally communicates information, i.e. 
Objectives and internal control responsibilities 
15. Externally communicates matters affecting 
functioning of internal control 
5. Monitoring “Ongoing evaluations to determine whether each of 
the five components of internal control are present and 
functioning.” 
16.  Conducts ongoing and/or separate evaluations 
17.  Evaluates and communicates deficiencies 
Source: (Committee of sponsoring organisations (COSO) 2017: 5) 
Each principle stated above is suitable for all organisations and they are considered 
important and relevant, unless there is a set exception. “…If you don’t have these key 
principles, then you don’t have a successful internal control structure” (Aquila, 2013: 
24). To check whether a principle is present and functioning, the intention of the 
principle and how it is being applied must be understood. It must then work to assist 
personnel understand and apply the principle consistently throughout the organisation, 
as any weaknesses require management’s attention (COSO, 2017:5). 
According to McNally (2013: 5), for management to ascertain that their internal control 
system is effective, it is required that all components and their related relevant 
principles must be functioning in an integrated way. To be 'present' means that within 
the design and implementation of an organisation’s internal control system these 
specific components and principles exists. “Functioning” on the other hand implies that 
a component or principle continues to exist in the operation and conduct of the control 
system (McNally, 2013: 5).  
An example of the integrated control components would be that when control activities 
are implemented, it is critical to monitor their usefulness from time to time. Ongoing 
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monitoring ensures continuous effectiveness of procedures (Agbejule & Jokipii, 2009: 
504). Circumstances present at the time of the original design of the control activities, 
may have changed over time, thus, management must continuously assess the 
relevance of control activities (Rae, Sands & Subramaniam, 2017: 38). 
2.3.2 COSO Enterprise Risk Management framework 
Wallis (2012: 37) defines risk as the effect of uncertainty on objectives or outcomes. 
While offering protection against some risk, advances in science and technology has 
also created new risks. This gave rise to demands for effective risk management 
processes to attend to highly complex risks at different levels in an organisation 
(Ferreira, 2007: 2). Roger, Marsh and Ethridge (2004: 28), established that some of 
the frequently ignored risks that challenge internal controls include management 
incompetence, fraud, changes in regulations, IT advances, complex transactions, a 
high employee turnover rate, external risks, complex organisations, to name a few. 
The problems arise because no matter how well designed internal controls systems 
are, inherent limitations will always exist (Ramos, 2008: 246). Therefore, even though 
systems seem to be effective they cannot provide financial statements that are a 
hundred percent free from error thus absolute assurance is not possible. Internal 
controls are deemed ineffective if there are one or more material weaknesses in the 
client’s internal control, this being the most severe level of internal control deficiency, 
otherwise, internal control is reported as effective (Yomchinda, 2012: 63). Due to high-
profile business failures and scandals where shareholders and other stakeholders 
suffered losses, the need arose for a framework providing guidance and direction. This 
led to the development of Enterprise Risk Management (ERM) an integrated 
framework which expands on internal control (COSO, 2004: 1).  
According to COSO (2004: 2), ERM is “a process implemented by an organisation’s 
board of directors, management and other personnel, applied in strategy setting 
throughout the organisation.” ERM’ purpose is mainly to identify potential events that 
may affect the organisation, with the objective to mitigate or reduce risk to an 
acceptable level. ERM is not a replacement of the well-known COSO internal control 
framework, but an extension that incorporates the internal control framework within 
the risk management framework. As illustrated by Liu (2011: 3), ERM adopts an 
enterprise-wide approach to managing risk, which requires everyone within an 
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organisation to take a holistic view of risks and differs from the typical traditional 
approach which considers risk independently. 
Furthermore, ERM consists of three interrelated components in addition to the above- 
mentioned five COSO internal control components (COSO, 2004: 4): 
 Objective Setting – in order for management to identify potential risks in 
attaining organisation’s objectives, the objectives must exist. ERM ensures that 
there are processes in place to set objectives and that the chosen objectives 
support and align with the organisation’s mission and are consistent with its risk 
appetite. 
 Event Identification – entities must identify and differentiate between events that 
may impact achievement of an entity’s objectives whether internal or external, 
some may be defined as risks but others may constitutes business 
opportunities.  
 Risk Response – “These are the responses to risk that management must 
implement – either avoid, accept, reduce, or share the risk. The risk response 
strategy develops a set of actions to align risks with the entity’s risk tolerances 
and risk appetite” (COSO, 2004: 10).  
Compared to traditional risk management, ERM benefits a company by enhancing 
employees’ perceived responsibility for risk management. ERM further suggests that 
risk management responsibility filters from management to employees who make daily 
business decisions (Hampton 2009; Liu, 2011: 21). Internal environment factors 
include an entity’s risk management philosophy, its risk appetite and tolerance, its 
human resource standards, its board of directors, etc. (COSO, 2004; Liu 2011: 4). 
These factors set the foundation for how risks are viewed and addressed by the entity 
through internal control, and therefore are a vital part of ERM (Liu, 2011: 4). 
2.3.3 Other control guidelines 
The following are additional guidelines on what are deemed appropriate standards or 
conduct, and outline responsibilities that can largely impact internal controls within an 
organisation. 
2.3.3.1 King IV report  
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In South Africa, “the King Reports on Corporate Governance (1994, 2002, 2009, 
2016), set out the code of corporate governance practice” (IoD, 2016). According to 
the Padayachee (2017: 268), there have been a number of corporate failures and 
financial mismanagement in South Africa, such as, Fidentia, Masterbond, healthcare 
group MacMed, and 2001 collapse of Regal Treasury. Most of these corporate failures 
have been linked to weaknesses in corporate governance structures (Waweru, 2014: 
458). The third report on corporate governance in South Africa was required as a result 
of these corporate failures. In addition, the new Companies Act no. 71 of 2008 was 
established, and updates in the international governance trends compiled by the King 
Committee assisted by the King subcommittees (IoD, 2009: 4). 
The King IV report transitioned from 'apply or explain' to 'apply and explain', however 
the change has reduced the 75 principles in King III to 17 basic principles in the King 
IV (IoD, 2016: 7). The required explanation allows stakeholders to evaluate whether 
the King IV good governance outcomes are being achieved by the organisation. The 
King IV report defines corporate governance as “an exercise of ethical and effective 
leadership by the governing body towards the achievement of the four governance 
outcomes, namely, ethical culture, good performance, effective control and legitimacy” 
(IoD, 2016: 7). 
The Organisation for Economic Cooperation and Development (OECD) on the other 
hand, defined corporate governance as “a set of relationships between a company’s 
management, its board, its shareholders and other stakeholders", (Mallin, Mullineux & 
Wihlborg 2005: 532). Corporate governance practices, codes and guidelines therefore 
lift the bar on what are regarded as appropriate standards of conduct, as noted in the 
control environment COSO framework above. Consequently, the board or the director 
may be held liable at law if they fail to meet a set and recognised standard of 
governance, although not legislated (IoD, 2009: 5). 
In conclusion, the framing of the language in the report tends more to address the 
corporate sector. However, if the public sector seeks to apply the King lV it should 
recognise that the terms may differ, were it reads 'company', 'boards' and 'directors' is 
applicable to any organisations, and should read 'municipality', 'council' and 
'councillors' respectively (Municipal Finance Management Act no. 56 of 2003: 14 
(MFMA); Government Gazette 2009: 22; Mawonga, 2012: 30). 
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2.3.3.2 Cadbury report 
The Cadbury Report was issued in the UK in 1992. The report laid a foundation for a 
set of corporate governance codes, not only for the UK but for other countries which 
had incorporated their main principles into their own corporate governance codes 
(Mallin, et al. 2005: 532). The Cadbury Report was known as a model of how a 
corporate governance investigation was conducted (Jones & Pollitt, 2004: 168). 
“The Cadbury Committee outlines the responsibilities of directors (executive and non-
executive) and auditors. The report specifically deals with qualification of directors, 
audit committee, audit rotation, and auditor liability” (Hemraj, 2003: 141). The 
committee recommended that all listed companies should confirm compliance with the 
corporate governance code in their annual reports or give reasons for non-compliance 
and all other entities could do so voluntarily (Marx, 2010: 100).  
2.3.3.3 Turnbull report 
“The Turnbull Report (Turnbull Committee, 1999) started from a complicated 
requirement in the Cadbury Report (Cadbury Committee, 1992) for all listed 
companies to report on their systems of internal financial control” (Page & Spira, 2004: 
1). The report provided guidance to companies and encouraged the board to express 
an opinion on the system’ effectiveness, by ensuring that the board had reviewed the 
internal control system and risk management. The key benefit that can be derived from 
implementing the report is managing risk effectively and embedding internal controls 
in all business processes (Coetzee, Bruyn, Fourie & Plant, 2010: 9). 
2.3.3.4 CoCo framework 
Criteria of Control (CoCo) is a control evaluation framework which was issued by the 
Canadian Institute of Chartered Accountants in 1995. Its purpose was to provide 
guidance on control in respect of the design and assessment of and reporting on 
internal control systems and corporate governance within the private, public and non-
profit sectors (Coetzee, et al. 2010: 9). 
2.3.3.5 Cobit IT 
The Control Objectives for Information and Related Technology (COBIT) model 
describes IT control at three levels, namely the executive management level, business 
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process level (application control) and the IT support level (general controls), (Gleim 
part II, 2011: 5). According to Jackson and Stent (2014:8/7) general controls should 
be implemented before any processing of transactions and should extend across all 
applications. An example would be policies and procedures in place relating to the 
recruitment procedures of staff, qualification and experience required. 
Application control audits on the other hand are relevant to a specific task within a 
cycle of the accounting system (Jackson & Stent, 2014: 8/7). An example would a 
foreman employed to authorise all overtime worked; this control is classified under 
segregation of duties where the most important element is that an employee or a small 
group of employees should not be able to initiate, authorise, undertake, and review 
the same action. Table 2.2 lists the different activities within each control. 
Table 2.2: Activities of general and application control 
General controls Application controls 
Control Environment Segregation of duties 
Systems development and 
implementation controls 
Isolation of responsibility 
Access control Approval and authorisation 
Continuity of operations Custody 
Systems software and operating controls Access controls 
Documentation 
- Pre-determined standards should 
exist, and adherence be enforced 
Comparison and reconciliation 
 Performance reviews 
Source: Jackson & Stent (2014: 27) 
2.3.3.6 Greenbury report      
The Greenbury Report and resulting Code of Best Practice provided guidance and 
recommendation on how the organisations should establish and what the function was 
for the remuneration committees and furthermore the disclosure of directors’ 
remuneration (Marx, 2010: 101). The committee identified good practice in 
determining director's remuneration and prepared a code on these practices (Marx, 
2010: 101). This code resulted from concerns of large pay increases to executives 
while others received pay cuts. 
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2.4 IMPORTANCE OF INTERNAL CONTROL 
Throughout history, there have been those who seek to profit at the expense of others 
(Taylor, 2011: 9). Unfortunately, when management seeks to enrich themselves, 
business owners are deprived of what rightfully belongs to them (Taylor, 2011: 9). 
Taylor (2011: 129) believes that any person can commit fraud or corruption when put 
under enough pressure and given the motivation.  
According to Adedian (2017), due to financial markets being complex and globalised, 
no serious corruption can exist and be sustained without close and complicated 
working relationships among sophisticated and well-skilled private sector professional 
firms and those who hold high office, be it in the public or private sector. Roy (2007: 
312), calls this type of relationship a quid pro quo between public officials and business 
managers representing corporations. Due to firms failing as a result of corrupt 
activities, the value of internal control is of considerable interest to academics, 
regulators and practitioners (Ge, Li, Liu & McVay, 2014: 1). 
A clear illustration of a quid pro quo relationship can be found in companies such as 
Bosasa, Transnet and Eskom, to name a few. Bosasa is currently undergoing 
investigation involving corrupt activities to secure security tenders from government 
and private companies. According to Bosasa's former chief operating officer (COO) 
Angelo Agrizzi, the company acquired government tenders illegally, with both the chief 
executive officer (CEO) and the chief financial officer (CFO) of Bosasa involved 
(Lekabe, 2019). Bosasa kept a significant amount of money in a vault, and used it to 
bribe officials. There were instances where internal staff were given cash to keep them 
from exposing corrupt activities within the company (Lekabe, 2019).  
According to Ge, et al. (2014: 3), strict controls and monitoring of the environment 
makes it difficult for top management to engage in illegal activities that are harmful to 
a company. These controls include the separation of duties in the accounting 
department and authorising and approving material matters, which reduce the 
likelihood of cash being removed from corporate accounts for the personal use of 
managers. The researcher has, however, acknowledged that management can at will, 
choose to ignore procedures or override these controls. In the case of Bosasa, the 
internal controls were merely window dressing (Ge, et al. 2014: 3). 
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Effective internal controls implemented by management and all other personnel at 
different levels of an organisation, ensure that inherent risk or perceived risk of 
material misstatement in financial statements is addressed. Management is required 
to commit to integrity and ethical values, as well as attract, develop and retain 
competent employees (COSO, 2017: 26). Furthermore, effective internal control 
ensures that the person who handles cash or approves transactions should be 
independent from the person who reconciles transactions (Sampson, 1999: 13).  
Reliable financial statements depend on effective internal controls, however, effective 
internal controls depend largely on a reliable management system with strong 
corporate governance (Lin & Wu, 2006: 48). In addition, even if organisations 
implement a good risk management framework and corporate governance strategy, 
when it comes to corruption and fraud, if there are any loopholes in the controls, 
fraudsters will not hesitate to exploit them (Singh, 2007: 32).  
A study conducted on Chinese listed firms, found that firms with strong internal control, 
their employees are less likely to extract resources from the firm, either in the form of 
loans and bribes or reimbursement of personal consumption expenses (Ge, et al. 
2014). The most crucial internal control objective is managing risk effectively through 
identifying and eliminating errors and fraud within an organisation (Lakis & Giriūnas, 
2012: 149). From a public sector perspective, the importance of internal controls is 
emphasised in the Public Finance Management Act  no. 1 of 1999 (PFMA), the MFMA, 
the Treasury Regulations and the King IV Report (Motubatse, 2014: 22), as described 
below. 
2.4.1 Importance of different types of controls 
According to the University of Minnesota (2015), organisational controls refer to the 
process by which an organisation influences its subunits and members to conduct 
themselves in such a way that leads to the achievement of its organisational goals and 
objectives. For this reason, organisational controls have a number of psychological 
bases and implications. There are different types of controls which are described 
below which fall within strategic and operational levels of control (University of 
Minnesota 2015). It is worth noting that when controls are properly designed they 
should lead to stronger performance, as an organisation is then able to better execute 
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its strategy and meet its objectives (Kuratko, Ireland & Hornsby, 2001; University of 
Minnesota, 2015).  
A good illustration of the need for controls was stated by Lin & Wu (2006: 50), when 
they indicated that “data capturing is the most crucial event in the accounting process 
because most cases of unreliable financial reporting result from data manipulation, 
and the fact that data capturing is generally designed to capture more unintentional 
data errors than intentional data errors.” Thus, different types of controls identify where 
one or more control fails, allowing for even the intentional errors to be rectified, for 
example, by an authorising supervisor (Lin & Wu, 2006: 50).  
 Types of Control 
Directive – These are 'soft' controls, which are embedded within the culture of an 
organisation and are designed to ensure that a particular outcome is achieved. 
Although this type of control encourages positive behaviour it does not however 
prevent or detect undesirable events. For example, by emphasising the code of 
conduct, value statement, ethics, policies, performance guidelines, education and 
training (Wallis, 2012: 42). 
Preventive – these controls prevent loss or harm from occurring. For example, a 
control that enforces segregation of duties (an employee with the responsibility of 
submitting a payment request, should get another employee or supervisor to authorise 
it before submission), this will minimise the possibility of an employee issuing 
fraudulent payments (Wallis, 2012: 42). 
Detective – these controls monitors activities in order to identify situations where 
certain procedures have not been followed. For example, a business failing to 
reconcile the general ledger or inability to identify fraudulent payments due to not 
reviewing payment request audit logs, exception reports, monitoring and oversight 
controls (Wallis, 2012: 42). 
Corrective – controls that restore the system back to the original state before a 
harmful event (Scholtz, 2014: 64). An example would be a business implementing a 
full restoration of a system from backup tapes after evidence is found that the payment 
data, insurance payments and business recovery plan have been improperly altered. 
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In conclusion, Wallis (2012: 42) recognised preventative controls as most important, 
since they reduce the probability of loss before an event can occur. Corrective controls 
are second in line, as they restore the system back to its original point before the event 
occurred. This may however, result in loss, since the restoration process may lead to 
the unavailability of systems and applications which may lead to loss in productivity, 
customer dissatisfaction, to name a few. The least effective but frequently used form 
of control as established by Wallis (2012: 42), is detective controls, which identify 
events after they have occurred. 
From the above, it can be concluded that internal controls become an instrument and 
means of risk control, which helps an organisation to achieve its goals and to perform 
its duties (Lakis & Giriunas, 2012: 142). According to the IIA standard 2130.A1, the 
primary objectives of these internal controls are to ensure, 1) “reliability and integrity 
of financial and operational reporting, 2) effectiveness and efficiency of operations, 3) 
safeguarding of company assets, and 4) compliance with contracts, laws and 
regulations” (Coetze, Bruyn, Fourie & Plant, 2012:110). Below is a summary of the 
importance of internal controls to the above objectives. 
2.4.2 Internal control and its importance for operational efficiency and 
effectiveness 
According to a study conducted by Turedi and Celayir (2018: 1), “due to economic 
relations evolving over time, changing business environments and new technologies, 
the way in which controls are executed has also undergone several changes. 
Evidently, the management of many businesses have become unable to directly 
control operations, therefore making it a necessity for businesses to obtain timely and 
reliable data so that management is enabled to protect assets and eliminate or 
minimise errors and fraud. Internal control structures have, as a result, transformed 
within businesses to serve this purpose.” They have become more necessary in 
safeguarding company assets, establishing how operations are executed and 
ensuring that operations are efficiently executed (Turedi & Celayir, 2018: 1). 
Operational efficiency of a company is impacted by ineffective internal controls. The 
consequence of ineffective internal controls are erroneous internal management 
reports (Feng, Li, & McVay, 2009; Cheng, Goh & Kim, 2017: 2). These internal 
management reports lead to errors in external financial reporting information, they 
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ultimately lead to substandard operational decisions as management relies on such 
reports to make decisions that affect daily operations (Cheng, et al. 2017: 2). 
The internal control structure is designed and implemented in such a way that it lays 
out operational risks that pose a threat in terms of achievement of operational goals 
(Turedi & Celayir, 2018: 8). In a study conducted by Cheng, et al. (2017: 3), findings 
revealed that operational efficiency is much less for organisations with material 
weaknesses compared to organisations without such weaknesses. To triangulate the 
main results, Cheng, et al. (2017: 3), also examined the impact of correcting such 
material weaknesses on the change in operational efficiency. These were found to be 
consistent with the main results, and that correcting material weaknesses is 
associated with an increase in future operational efficiency. 
Cheng, et al. (2017: 6), further explain that information technology material 
weaknesses can impair an organisation’s ability to capture, process and record raw 
transactional data, which also results in errors in internal management reports. 
Another factor that can result in incomplete internal management report is the lack of 
personnel with adequate expertise to generate timely information required by 
management (Feng, et al. 2009). Both Feng et al. (2009), and Cheng, et al. (2017: 7) 
argue that the effectiveness of internal controls affects not only management guidance 
but also any other management decisions that are based on these internal reports as 
these reports are critical to managers’ day-to-day operational decisions. 
Managerial controls, also known as administrative controls, covers all transactions and 
procedures which are directly related to the effectiveness of business operations and 
compliance with management policies. However, they indirectly relate to financial 
records. Examples of managerial controls are staff training programmes, movement 
and time studies, annual reports, quality control, statistical analysis, to name a few 
(Turedi & Celayir, 2018: 7).  
In terms of separation of duties, organisations’ operations should ensure complete 
control on all phases of operations. No individual employee is allowed control over 
collections, payments, payrolls, expenses or sales operations. It is imperative that 
work is performed by different people this helps to avoid error and fraud. Similarly, 
execution of accounting operations by people other than those performing the above 
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duties will make financial statements, more reliable to users of this information (Turedi 
& Celayir, 2018 :9). 
2.4.3 Internal control and its importance for safeguarding assets 
The Public Company Accounting Oversight Board (PCAOB, AS 5) defines internal 
control over financial reporting (ICFR) as “a process that includes policies and 
procedures to provide reasonable assurance with regards to the reliability of financial 
reporting and the safeguarding of assets” (Gao & Jia, 2016: 784). These controls are 
designed to safeguard assets against theft and unauthorised use, acquisition, or 
disposal (Gabrini, 2013: 13). Assets are periodically counted and compared to the 
value shown on record, to validate the existence of the assets (Sampson, 1999: 10).  
A company implements safeguarding controls over inventory known as preventive 
controls, which are for example locks, security guards, cameras and computer-related, 
such as access privileges or established backup and recovery procedures (Health 
Sciences Center El Paso HSCEP, 2017: 1).  
2.4.4 Internal control and its importance for compliance with legislation and 
regulation 
Total freedom sometimes leads to unfair business practices, and thus a balance must 
be created. This is accomplished by means of a regulator (Institute of Municipal 
Finance Officer (IMFO), 2013: 10). Regulators are administrative and legal rules which 
are applied and enforced by state institutions that direct and prohibit certain actions in 
state owned entities, and if not adhered to, the entity may be liable for criminal, civil 
and administrative penalties (Financial and Fiscal Commission (FFC), 2013: 4). These 
rules are set up by government to ensure that ordinary citizens get desired services at 
a reasonable cost. The guiding legislation is in the Constitution, local government 
legislation in the Municipal Systems Act no. 32 of 2000 (MSA), and the MFMA. 
Moreover, there are good governance principles and internal control frameworks such 
as the King IV report, the National Internal Control Framework (NICF) and the COSO 
framework. The aim is to provide a sound and sustainable management of available 
resources (IMFO, 2013: 3). 
A sound internal control environment enables effective, efficient and economical 
service delivery, in addition allows for accurate and reliable financial and performance 
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reporting and compliance with legislation if effectively monitored by the various 
assurance providers such as an audit committee and internal auditors (AGSA, 2016: 
23). Refer to 2.6 below for a detailed explanation of these legislations. 
2.4.5 Internal control and its importance for financial statements 
Managers represent a company’s assets, equity, liabilities, transactions and events 
through their assertions (Jackson & Stent, 2014: 1/17). The auditor then assesses 
control risk and different types of potential misstatement in the account balances, 
classes of transactions, and disclosure components which may occur in the financial 
statements (Yang & Guan, 2004: 551). The AGSA is concerned with determining that 
municipalities comply with the laws and regulations, that may have a direct impact on 
financial statements. The Auditor-General is required to report any instances of 
noncompliance (National Treasury, 2006: 111). 
It is widely accepted that numerous accounting errors can create an illusion of financial 
stability within an organisation. If particular assets are not entered correctly in journals 
or posted correctly to ledgers, the amount posted to AFS can be misleading (Modlin, 
2012: 574). Preventative controls serve to ensure that transactions conform to 
management’s directives. How one can determine whether goods received from 
supplier are of exceptional quality is affirmed by an approval stamp for goods received 
(Modlin, 2012: 574).  
According to the AGSA (2016: 13), “the strength of financial management controls is 
dependent on IT controls and therefore it is important for good IT governance, secure 
IT infrastructure and effective IT management to be implemented.” Below is a 
discussion of assertions and their importance to financial statements. 
According to AGSA (2016: 183), in order to ensure reliable financial and performance 
reporting and compliance with legislation AGSA assesses internal controls to 
determine the effectiveness of their design and implementation. This forms part of their 
audit process. Bhana and Ngoepe (2009: 20) assert that, when an auditor can arrive 
at an organisation or company they are auditing, be provided with the audit file without 
any hesitation containing financial statements necessary is a resemblance of an ideal 
audit environment. The FS should in turn be cross-referenced, to all their relevant 
supporting documents in the same file, or an indication of where such records can be 
easily retrieved must be clearly referenced.  
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“This is not the case in South African municipalities, where eight municipalities 
received qualifications in some areas of their financial statements, purely because they 
did not have proper record keeping so municipalities failed to provide AGSA with 
supporting documentation” (AGSA, 2016: 155). AGSA (2016: 47) further argues that 
poor record management creates an environment in which it is easy to commit and 
conceal improper or illegal conduct, which is prevalent in municipalities with unclean 
audits.  
Management’ assertions are representations made by management about the 
municipality's finances. Financial statements are taken from the accounting records of 
municipalities, hence the importance of supporting documentation. The AFS of a 
municipality presents their financial position at the end of the financial year: assets 
and liabilities, which results in net assets. “The AFS provides information about the 
financial position, financial performance, cash flows and changes in net assets or 
liabilities of a municipality that are useful to a wide range of users. Financial statements 
also represent accountability of management for the resources entrusted to their 
municipality” (National Treasury, 2006: 107). 
According to PricewaterhouseCoopers (PwC) (2010: 3), risks may occur at any stage 
of the transaction process such as initiating, recording or authorisation stage. 
Therefore, controls should be implemented to provide a basis for the preparation of 
reliable financial statements (PwC, 2010: 2). A good starting point for risk assessment 
is to evaluate significant classes of transactions, account balances or disclosures in 
the financial statements, and the processes that make up the financial statements 
(PwC, 2010: 3). The risks associated with the relevant assertions will further determine 
the extent to which controls should be evaluated.  
According to the International Standards on Auditing (ISA 250 paragraph 21): 
The auditor shall evaluate the implications of non-compliance in relation to other 
aspects of the audit, including the auditor’s risk assessment and the reliability 
of written representations, and take appropriate action (IFAC 2009). However, 
to ensure compliance with the work environment, management should ensure 
that a robust IAF and effective risk management structures are implemented. 
This will yield good results as it encourages accountability and transparency in 
the management of public funds (MFMA, 2016: 23). 
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2.5 RESPONSIBILITY FOR DESIGNING, IMPLEMENTING AND MONITORING OF 
INTERNAL CONTROLS 
There are several building blocks that must be put in place for internal controls to be 
effective. These include ensuring that councillors, mayors, municipal managers, 
internal auditors and audit committees play their role of being an overall oversight 
structure to which all others account. The following sections provide an overview of 
those responsible for overseeing the effectiveness of internal controls. This is done in 
order to check how the responsibilities of designing, implementing and monitoring 
internal controls are distributed amongst those charged with governance and those 
with oversight responsibility (AGSA, 2016: 187). 
 Councillors 
In order to enable municipal councillors to meet their responsibilities, the 
organisation’s council and councillors set standards, and management implements 
systems of internal control. These set standards, policies and structures provide 
guidance, division of responsibilities and accountability. The standards form part of 
controls which should be well designed to provide cost-effective assurance that assets 
are safeguarded, and that liabilities are efficiently managed.  
 Chief Executive Officer/ Mayor  
Monitoring and oversight responsibilities in terms of the MFMA and the MSA, includes 
budget management and reviewing of the integrated development plan (IDP). The 
CEO ensures that issues raised in audit reports are addressed, and that the 
municipalities manage the municipal manager’s performance and that they are actively 
involved in key governance matters (AGSA, 2016: 187). 
 Managers must develop, implement and monitor a system of internal 
control that is adequate to: 
Secure municipal assets, secondly to ensure the reliability and accuracy of financial 
information. In addition, to promote efficiency and effectiveness of service delivery 
activities and lastly, encourage compliance to management policies and procedures. 
 Municipal managers working in conjunction with management 
According to Sepuru (2017: 20), the responsibility of municipal managers is to ensure 
that a risk assessment is regularly conducted in order to identify emerging risks at the 
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municipality. To achieve this a risk management strategy must then be developed and 
implemented by management to direct internal audit efforts and priorities. Moreover, 
management must propose areas of investigation for the internal auditor, and ensure 
that the internal audit function has access and they are not restricted to report to the 
municipal manager and the audit committee. Furthermore, in order to run the 
municipality efficiently, municipal managers have the responsibility of maintaining 
internal controls, this includes proper accounting records and other appropriate 
management information. Internal audit reports must be reviewed within two weeks 
from the date of issue, recommendations are then implemented, and then undertake 
the prevention and detection of fraud and irregularities (Sepuru, 2017: 20).  
The constant monitoring of the internal control system will assist in determining 
whether prescribed policies are implemented and complied with, and that any changes 
made for whatever reason has not rendered the internal controls inadequate or 
obsolete. If breakdowns occurred in the internal control system, a prompt application 
of effective corrective measures is critical. Lastly, the responsibility of periodically 
updating the internal controls must be undertaken (Sepuru, 2017: 20). 
 Audit committee 
The Audit Committee (AC) is an advisory body which advises the municipal council, 
the board of directors, and the political office bearers on matters relating to internal 
financial controls, internal audits and risk management. A strong control environment 
refers to an existence of an audit committee or equivalent body which has the 
responsibility to oversee accounting and audit functions, determining the scope of 
internal audit work, and deciding upon actions to be taken on the outcomes or findings 
of their work.  (Strickland, 2011: 18). 
 Internal auditors 
Internal auditors are responsible for assisting municipal managers to meet their 
objectives and execute their duties by providing an independent review of the 
adequacy and effectiveness of the controls that have been implemented by 
management (Strickland, 2011: 18). Secondly, “internal auditors in risk management 
assist to identify, evaluate and assess significant organisational risks to objectives, 
and to provide independent assurance as to the adequacy and effectiveness of related 
internal controls and the risk management processes” (Strickland, 2011: 18). Lastly, 
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internal auditors assist management to maintain effective controls by making 
recommendations on how to improve or enhance their system of internal control. 
 
Internal controls are closely monitored by both management and the internal audit 
department, and actions taken to correct any deficiencies as they are identified. It is 
the director’ responsibility to prepare and fairly present financial statements (AGSA, 
2016: 15). Internal auditors form part of detective controls, which are classified under 
the types of controls mentioned in 2.3.1 above. Internal auditors and audit committees 
have a responsibility to monitor controls implemented by management. Monitoring by 
different assurance providers ensures that internal controls are complied with, risk 
managed and outcomes achieved (AGSA, 2016: 15).  
 
Batandwa (2007: 173), regards monitoring as the most important aspect of internal 
controls. Through monitoring, any loopholes in the controls can be resolved as they 
arise. For municipalities to improve their audit outcomes, it is imperative that the audit 
action plans as highlighted by AGSA are addressed and monitored by management 
on a continuous basis. When reviewed, municipal systems revealed a lack of internal 
control: internal auditors may make recommendations in that regard, but management 
has the responsibility to enforce them. If not feasible, management can set goals within 
their capacity in order to address the issues raised which should ultimately improve 
audit outcomes 
 Independent external auditors 
External auditors have a legal responsibility to report on AFS, and to consider the 
statutory requirements for reporting on whether the financial statements are a fair 
presentation of the financial position and results of an organisation’s operations and 
cash flow in accordance with GRAP. External auditors are referred to as the third line 
of defence and they play a critical role in achieving internal control objectives. This is 
due to the fact that external audit of FS and information are vital to accountability and 
good governance (AGSA, 2016: 187) 
The external auditors are responsible for auditing financial statements in accordance 
with the ISA. External auditors are professionals that should uphold professional 
competence and due care likewise key positions in municipalities should be filled with 
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people who have the required competencies so that financial statements are of the 
required standard (AGSA, 2016: 15).  
The internal controls within municipalities that have received clean audit outcomes, in 
comparison to those that have received unclean audit outcomes, are analysed and 
discussed in detail in Chapter four. The following section deals with the laws applicable 
to municipalities. 
2.6 INTERNAL CONTROLS IN SOUTH AFRICAN MUNICIPALITIES 
Scholtz (2014: 44) stated that a link exists between good governance and compliance 
with the law. Good governance does not exist in separation from the law, and it is 
entirely inappropriate to detach it from the law (IoD, 2009; Scholtz, 2014: 44). Andrew 
and Greg (2007: 18) have established that corporate scandals and globalisation has 
played a role in making shareholders question how companies should be governed. 
Due to some shareholders being savvy and removing the corporate veil which 
companies previously hid behind, the law now protects investors by having improved 
the accuracy and reliability of corporate disclosure.  
As with the public sector, in order to improve and sustain audit outcomes, effective 
leadership that entails a culture of honesty, ethical business practice and good 
governance is a requirement (AGSA, 2016: 130). Effective leadership is an integral 
part of good governance. It is part of the control environment component which is the 
main structure that provides a basis for carrying out internal controls in an 
organisation. The following section has defined the laws applicable to municipalities.  
2.6.1 The Constitution 
The South African Constitution was approved by the Constitutional Court on 4 
December 1996 and came into effect of 4 February 1997. Chapter seven – Local 
Government – of the Constitution mandates that every province must have a 
municipality. The establishment of these municipalities formed three categories. 
“Category A, referred to as metropolitan municipalities, have exclusive municipal 
executive and legislative authority in their areas. Category B, referred to as local 
municipalities, share municipal executive and legislative authority in their areas with 
Category C municipalities within whose areas they fall. Category C, referred to as 
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district municipalities, have municipal executive and legislative authority in areas that 
include more than one municipality.” 
According to AGSA (2016: 18), municipalities should have systems in place that 
encourage and enforce compliance to ethical values and have respect for the law 
especially because they are accountable to the public. The concept of the public 
interest and accountability are imbedded in the country’s constitution and other 
legislation that governs local governments (AGSA, 2016). In order to adhere to the 
constitution, municipalities should comply with directives given by AGSA in 
implementing these mechanisms or controls to ensure an ethical environment and 
compliance with the rules and regulations. It is management’ responsibility to enforce 
policies that will direct conformance to all policies implemented within municipalities. 
2.6.2 National Treasury 
In terms of the Constitution of South Africa 1996, sec. 216, “national legislation must 
establish a national treasury and advise on measures to ensure transparency, 
expenditure control and compliance in each sphere of government, by introducing 
GRAP, how expenditures should be classified, and uniform treasury norms and 
standards.” From these treasury standards (2009:7) and the MFMA, section 165(b) of 
the constitutions states that internal auditors should be employed by municipalities 
and that their responsibility is to advise management on risk and risk management 
related matters (Sepuru, 2017: 22). Risk assessment is a component of internal 
controls, which municipalities should implement in order to comply with the law.  
2.6.3 Municipal Finance Management Act no. 56 of 2003 
The Municipal Finance Management Act no. 56 of 2003, (MFMA) requires 
municipalities to secure sound and sustainable management of their financial affairs 
by ensuring transparency, accountability and appropriate lines of responsibility in the 
fiscal and financial affairs of municipalities and other institutions in local spheres of 
government, as stated in section 2 of the MFMA. The Act was developed as an 
instrument for the management and control of South African municipalities (Coetzee, 
2010: 10). Section 165 and 166 of the MFMA requires all municipalities to appoint 
internal audit functions as well as an audit committee. 
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Furthermore, the MFMA urges public organisations to establish an internal control 
system over their account balances of assets and liabilities (including registers). In 
addition, internal audit rules and accounting principles require that organisations 
establish adequate internal controls to improve financial reporting and corporate 
governance processes (Ngoepe, 2012: 66). 
According to AGSA (2016: 172), the increase in the number of unclean audit was found 
to be due to non-compliance with the MFMA and supply chain management (SCM) 
regulations. This was an indication that the internal controls associated with the laws 
and regulations applicable to municipalities had been breached, resulting in unclean 
audits.  
2.7 CHAPTER SUMMARY 
This chapter sought to achieve the research objective, namely, to explain through the 
relevant literature that internal controls facilitate good audit outcomes. In order to 
accomplish this, firstly literature was conducted to facilitate understanding on the 
concept and framework of internal controls. Secondly, applicable municipal laws 
where reviewed to gain understanding on regulations enforced on municipalities . The 
historical perspective and the relationship between internal controls and financial 
statements was discussed. Municipal cycles were identified and discussed to further 
elaborate on the importance of controls in financial statements. The components of 
corporate governance, as well as South Africa's legislative framework were also 
discussed. The researcher outlined the COSO framework which assists municipalities 
accomplish their objectives. The following chapter deals with the methodology and 
design applied in order to address the research question and objectives.  
49 
 
CHAPTER 3 
RESEARCH METHODOLOGY 
 
3.1 INTRODUCTION 
This chapter outlines the research methodology applied in conducting this study. The 
overall objective of the study is to answer the following research question: Which 
internal controls underpin clean audits compared to those with unclean audits? The 
chapter therefore provides an overview of the design and methodology used in order 
to answer the research question. Accordingly, the research paradigm, research 
design, research approach, data collection, population of the study, the sampling 
method and the analysis, are discussed in the following sections.  
3.2 RESEARCH PARADIGMS 
“A paradigm can be defined as a philosophical stance taken by a researcher that 
provides a basic set of beliefs that guides their actions” (Lincoln, Lynham & Guba, 
2011). Ata (2018:1), describes a paradigm as a shared worldview that represent 
certain beliefs and values that guide how problems are resolved in a specific field. The 
research paradigms are distinguished by three philosophical dimensions namely 
ontology, epistemology and methodology (Saunders, Lewis & Thornhill, 2009; Chilisa 
& Kawulich, 2012: 1; Wahyuni, 2012: 69). Ontology is described as the point at which 
the research begins, followed by one’s epistemological and methodological stance 
logically follow (Viljoen, 2012: 15). 
• Ontology – defines nature of the world, the individual place in it and possible 
relationships related to it (Creswell & Poth, 2018: 20). 
• Epistemology – how we know what we know (Creswell & Poth, 2018: 21). 
• Methodology – is the research process (Lincoln & Guba, 2011).  
Mackenzie and Knipe (2006: 2), argue that the paradigm chosen sets the intention, 
motive and expectations of the research. They further state that without this initial step 
of selecting a paradigm, there is no basis for subsequent choices regarding 
methodology, the literature to be reviewed, or the research design (Mackenzie & 
Knipe, 2006: 2).  
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The sets of beliefs mentioned above place researchers within three broad research 
paradigms, namely, positivism (quantitative), constructivism, also known as 
interpretivism (qualitative), and pragmatism (mixed methods) (Ackermann, 2015: 144). 
The epistemology of a positivist paradigm is said to be objectivist, its ontology naive 
realism, and its methodology experimental (Kivunja & Kuyini, 2017: 33). In contrast, 
the interpretivism paradigm assumes a subjectivist epistemology, a relativist ontology, 
and a naturalist methodology (Kivunja & Kuyini, 2017: 33). Lastly, the pragmatism 
paradigm supports a relational epistemology, a non-singular reality ontology, and a 
mixed methods methodology (Kivunja & Kuyini, 2017: 35). 
Positivism entails the use of quantitative data and methods which may include 
experiments, statistics and survey approaches (Neuman, 1997: 63). However, Maree 
(2016: 60), argues that the positivist approach makes claims about absolute truth, 
through establishing laws and generalisation. Maree (2016: 60) further refers to 
Popper (1959), who argues that certainty in knowledge is an illusion because it is not 
practical to prove universal claims of scientific theories based on  own experience. For 
that reason, researchers such as Creswell and Poth (2018: 23) and Maree (2016: 59), 
use postpositivism rather than positivism. Postpositivists acknowledge that all cause 
and effect is a probability that may or may not occur therefore they do not believe in a 
fixed or strict cause and effect (Creswell & Poth, 2018: 23). 
The assumption of a subjectivist epistemology means that the researcher’s personal 
interactions with participants influences the researcher’ thinking, reasoning and 
therefore processing of data (Kivunja & Kuyini, 2017: 33). The assumption of a 
relativist ontology means that the researcher believes that their study has more than 
one realities, and that those different realities can be further explored and meaning 
generated from them, or that they can be reconstructed through human interactions 
between the researcher and the subjects of the research (Chalmers, Manley & 
Wasserman, 2005). When a researcher utilises data gathered through interviews, text 
messages, discourses, and reflective sessions, and the participant observer being the 
researcher, this process assumes a naturalist methodology (Carr & Kemmis, 1986; 
Kivunja & Kuyini, 2017: 33).  
Some believe that an interpretivist paradigm is antipositivist, for the reason that it was 
developed as a reaction to positivism (Mark 2010; Maree, 2016: 60). Interpretivism is 
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also referred to as constructivism, which is the ability for a researcher to construct 
meaning from text. In its simplified form, a researcher conducts a reading to uncover 
meaning embedded within a text (Neuman, 1997: 68). This is very subjective, as text 
can be interpreted differently by different researchers. Wu and Chen (2005: 10), further 
explain that these meanings are established by undertaking multiple data collections 
through interviews and observations, and by analysing and understanding the 
resulting text.  
Pragmatic relational epistemology means that relationships in research are best 
established by what the researcher believes is appropriate to that specific study. A 
mixed methods methodology refers to a combination of quantitative and qualitative 
research methods (Kivunja & Kuyini, 2017: 35). Pragmatic methodology employs the 
best means to an end, by answering a research question through methods from both 
positivist and constructivist paradigms (Ackermann, 2015: 145).  
Koch (1995), Nystrom, Dahlberg and Segesten (2002), Wu and Chen (2005: 10), 
argue that all research is somewhat based on interpretive studies. This stems from the 
idea that in order to understand a phenomenon, the researcher needs to probe for 
unexpressed meanings in a text or conversation (Koch, 1995; Denzin, 2002; Wu & 
Chen, 2005:11). 
In research, there are three main schools of thought: quantitative, qualitative and 
mixed methods (Creswell, 2014: 32). Babbie (2017: 423), defines quantitative 
research as a numerical representation and arrangement of observations for the 
purpose of describing and explaining the phenomena that has been reflected from the 
observations. Qualitative research is, in contrast, the non-numerical examination and 
analysis of observations, for the purpose of learning fundamental meanings and 
patterns of relationships (Babbie, 2017: 391). Furthermore, qualitative research tries 
to understand the interpretation and construction of realities; the researcher’s values, 
beliefs, and emotions are inherent subjectivities that should be acknowledged and 
accepted as centrally involved in the research process, therefore the idea of objectivity 
in research must be rejected as it is not necessary, nor even desired (Campbell & 
Wasco, 2000).  
Waller, Farquharson and Dempsey (2016: 31), argue that qualitative research must 
be well designed. Whether the research is explanatory, exploratory or descriptive, it is 
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important that it should be based on one or more clear research questions framed 
appropriately for qualitative inquiry. In terms of the interpretive paradigm employed by 
the researcher, and the exploratory nature of the study, a qualitative design was 
considered the most suitable for this study. As mentioned below, a document analysis 
study was made to probe and explore the issue of internal controls in order to answer 
the following research question: Which internal controls underpin clean audits 
compared to those with unclean audits? Inductive reasoning was therefore used to 
gain insight on the prominence of internal controls in audit outcomes. 
3.3 RESEARCH DESIGN 
Research design is a strategy or plan that transitions from the underlying philosophical 
assumptions to stipulating the choice of participants, how data will be collected, and 
how the data analysis that will be conducted (Maree, 2016: 72). Research design are 
a type of inquiry that provides explicit direction for procedures in a research design 
within quantitative, qualitative and mixed methods approach (Creswell, 2014: 12). 
Denzin and Lincoln (2011) refer to research design as strategies of inquiry. 
Mouton (2001: 55) supported the above definition by defining research design as a 
plan or blueprint of how one intends to conduct research. Mouton (2001) gives an 
analogy to distinguish between research design and methodology:  
Building of a structure starts with an idea, the architect’s role is to visualize the 
ideas and turn them into a design or blueprint of the house. Once the first phase 
is complete, a building contractor is appointed to take the design and start 
constructing. The second phase of construction consists of a systematic and 
accurate execution of the design, laying the foundation, bricks, and plastering. 
The research design point of departure is the research problem or question, 
and the point of departure for methodology is the specific tasks at hand i.e. data 
collection and sampling (Mouton, 2001: 56). 
Research always involves some form of information gathering and examination, a 
process in which information in different forms (data, documents, questionnaires, 
interviews, speeches etc.) are firstly gathered, secondly analysed, and finally 
interpreted (Mouton, 2001: 53). According to Babbie (2017: 119), in designing a 
research project, it is advisable to begin by assessing the researcher’s interests, 
abilities and the available resources. Once the researcher knows the kind of 
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information that is relevant, the next step is to ask how such information can be 
obtained.  
3.3.1 The selected research design 
In this study, the researcher used a document analysis design which entailed a 
systematic procedure for either reviewing or appraising documents, in two different 
forms, printed and electronic (computer-based and Internet-transmitted) material 
(Bowen, 2009: 27). Merriam (1988: 118) pointed out that: "documents of all types can 
help the researcher uncover meaning, develop understanding, and discover insights 
relevant to the research problem". According to Creswell (2014: 191), the advantage 
of document analysis is that the relevant documents can be retrieved at any time at 
the researcher’ convenience, and that the data is easily accessible. For the purposes 
of this study, the researcher therefore preferred to use this method, as relevant 
documents were easily accessible within the public domain.  
According to Bowen (2009: 30), documents afford the researcher a way of tracking 
change and progress, which makes it easier to check credibility of the study, through 
comparisons of available drafts. In addition, documents are also useful to supplement 
research data (Bowen, 2009: 29). 
The most important thing that can be derived from documents is the information and 
understanding which provide valuable additions to a knowledge base (Bowen, 2009: 
30). Moreover, one may verify findings or corroborate evidence from different sources 
through document analysis. However, if the documentary evidence contradicts and 
does not corroborate, it is therefore expected of the researcher to investigate further 
(Bowen, 2009: 30). Lastly, when events can no longer be observed or when 
participants have forgotten the details documents become the last resort, an indication 
that they serve as the most effective way of gathering data (Bowen, 2009: 31). 
3.3.2 Research approach 
According to Creswell (2014: 31), research approaches are plans and procedures for 
research that cover the steps from broader assumptions to comprehensive methods 
of data collection, analysis, and interpretation. Deciding which research approach to 
select is based on the nature of the research problem or the subject matter being 
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addressed, the audience for the study and ultimately the researcher's own personal 
experiences (Creswell, 2014: 31).  
Qualitative content analysis can be applied in either an inductive or a deductive 
manner. Deductive is to test, determine, identify and measure, whereas inductive is to 
explore, discover, uncover, and understand (Swanepoel & Grundling, 2016: 55). 
Figure 3.1 shows the flow of deductive and inductive approach. 
 
Deductive                                      Inductive 
Theory                                         Observation 
                                                      
                                Hypothesis                                      Pattern 
                                                      
        Observation                            Tentative hypothesis 
                                                      
Confirmation                                      Theory 
Figure 3.1: The flow of deductive and inductive approaches 
Source: Swanepoel & Grundling (2016:77) 
An inductive approach requires researcher to work back and forth between the themes 
and the database to finally reach a point where the researcher establishes a broad set 
of themes (Creswell, 2014: 186). The researcher builds categories, patterns, and 
themes from the bottom up approach. Waller, et al. (2016: 63), assert that qualitative 
research is often expected to generate theory, therefore one should not conduct a 
study with a particular theoretical approach in mind.  
In contrast, Creswell and Clark (2007: 23) state that the deductive researcher “works 
from the top down, from a theory to hypotheses to data, to add to or contradict the 
theory”. According to Creswell (2014: 93), the objective of the deductive approach is 
to test or validate a theory rather than to develop it; the researcher advances a theory, 
gathers data to test it, and the results will either confirm or disconfirm the theory. 
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This study used an inductive approach in order to explore existing internal controls at 
selected municipalities to understand if internal controls are more prominent in clean 
audit outcomes as opposed to unclean audit outcomes. The reason for using 
exploratory research is that it appeared to be the most appropriate research design 
for addressing the issue of internal controls, due to the high levels of uncertainty of 
their usefulness and importance. Unfortunately, there is very little existing research on 
the subject (Van Wyk, 2012: 8).   
3.3.3 Data collection 
Primary data is defined as original data that is collected for the first time, whereas 
secondary data is defined as data that has been reused. The researcher gathered 
data using secondary data sources and used the official reports of AGSA, and the 
municipal annual reports. The researcher obtained pertinent articles from the 
University of Johannesburg’s library database and catalogues, which are available on 
the official university website. The websites of all municipalities that were sampled, 
and the office of the Auditor-General supplied annual reports for each municipality and 
AGSA reports.  
Babbie and Mouton (2012: 76) define secondary data as existing data that have been 
previously produced such as census data or documents and texts. Secondary data 
may be gathered from primary data sources. A review of the secondary data was 
undertaken to obtain relevant information on internal controls that are more prominent 
in certain audit outcomes. Secondary data was more relevant for this study, as the 
municipal annual reports and AGSA reports were readily available for public 
consumption, and accessible in the public domain. Thereafter, the content of the 
secondary data collected was analysed.  
Qualitative content analysis is a process through which methodical arrangements of 
coding and establishing patterns and themes is conducted by way of individually 
interpreting content of text data (Hseish & Shannon, 2005: 1278). Content analysis 
was historically used by researchers as a qualitative or quantitative method in their 
studies (Berelson, 1952; Hseish & Shannon, 2005: 1278). Content analysis later 
transitioned from being used for bothe qualitative and quantitative to being primarily 
used as a research method for quantitative study. The process required that text data 
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be initially coded into categories and then described by means of statistics. This 
approach is also known as quantitative analysis of qualitative data (Morgan, 1993).  
More recently, content analysis has moved from ‘a numbers game’ to a more 
interpretative approach within the qualitative paradigm (Schreier, 2012; Graneheima, 
Lindgrena & Lundmana, 2017: 29). Krippendorff (2004), asserts that content analysis 
is widely used by many researchers and the research method is not restricted to a 
particular field. According to Bengtsson (2016: 8), fewer rules should be followed with 
regards to content analysis and it is not associated with a particular science. 
Therefore, it is highly unlikely to confuse matters concerning philosophical concepts 
and discussions. To ensure trustworthy results the researcher must adhere to a 
qualitative perspective, throughout the entire process (Bengtsson, 2016: 8). 
3.3.4 Research Methods 
3.3.4.1 Population  
A population as defined by Polit and Hungler (1995: 43) is the entirety of all subjects 
that conform to a set of specified criteria. A target population represents all members 
who meet a certain criterion specified for a research inquiry (Alvi, 2016: 11). In this 
study, the entire population consisted of 278 municipalities  
In this study, the researcher separated the population into different strata on an Excel 
spreadsheet, the first strata being metropolitan, the second district, and third local 
municipalities. As each stratum was handled as an independent population, different 
sampling approaches could be applied to the different strata (Chaturvedi, 2009: 26).  
3.3.4.2 Sampling 
According to Chaturvedi (2009: 25), where a population consists of several distinct 
categories, the frame can be organised into separate 'strata'. As mentioned above, the 
strata in the case of this study were metropolitan, district and local municipalities. They 
were then sampled as an independent sub-population, out of which specific elements 
could be randomly selected.  
Sampling is a process through which a sample is extracted from a population (Alvi, 
2016: 11). An investigation may only permit a smaller group of people or population to 
be selected for an inquiry, due to the fact that it is not probable to assess the entire 
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population. Conclusions are made based on the sample meaning that the accuracy of 
the inferences depends on if the sample is a good representative of the population 
and therefore the results can be generalised (Alvi, 2016:11). This means that the 
researcher takes what they have learnt on a smaller scale and relates it more broadly 
to a larger population. 
The most important part of research is deciding on what and what not to observe 
(Babbie & Mouton, 2012: 164). To answer the research question with confidence the 
researcher should ensure that the sample size determined is based on informational 
needs (Patton, 2002; Krippendorff, 2004; Bengtsson, 2016:10). Patton (1990: 184) 
clarifies that in qualitative inquiry, there are no defined rules for a sample size. 
Furthermore, Creswell (2014: 84) argues that a sample size depends entirely on what 
the researcher wants to know, what is useful, what is at stake, and what is credible. It 
also relies on what is feasible in terms of time and resources. 
There are two major types of sampling techniques which are referred to as the 
probability sampling methods and non-probability sampling methods. According to 
Chaturvedi (2009: 15), a probability sampling scheme is one where every unit in the 
population has a chance (greater than zero) of being selected in the sample, and it is 
simple to accurately determine that probability. According to Patton (1990: 182), 
simple random sampling allows for generalisation from a sample to the population it 
represents. Criterion sampling on the other hand evaluates and studies all 
circumstances that meet some predetermined criterion of importance (Patton, 1990: 
176). 
The researcher used criterion sampling for selecting the metropolitan municipalities, 
and simple random sampling for selecting the district and local municipalities. It is 
critical to identify cases that are information-rich because they are more likely to reveal 
major system weaknesses that may become an opportunity for improvement (Patton, 
1990: 176). 
District and local municipalities were sampled using simple random sampling. This 
method is applicable and preferred when a population is small, homogeneous and 
readily available (Chaturvedi, 2009). Importantly, an equal probability is given to all 
subsets of the sampling frame. Thus, each element of the frame had an equal 
probability of selection, providing for greatest number of possible samples. The 
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researcher assigned numbers to each unit in the sampling frame. A table of random 
numbers was used to determine which municipalities were to be selected (Chaturvedi, 
2009). 
The researcher understood that sampling metropolitan municipalities would provide 
the study with information-rich findings due to the fact that they have exclusive 
municipal executive and legislative authority in their areas. To become known as 
category “A” municipalities, they must meet certain criteria such as having:  
1. multiple business districts and industrial areas; 
2. extensive development; 
3. intense movement of people, goods and services; and 
4. are an area of high population density (Ackermann, 2015: 156). 
The Municipal Systems Act no. 32 of 2000 (MSA 2000), “refers to these municipalities 
as those established in cities and areas considered to be centres of economic activity” 
(Mamaile, 2013: 41). Metropolitan municipalities have a greater capacity and ability to 
provide an extensive range of services, while district and local municipalities are 
limited in independently rendering basic services (Smoke, 2000). These three 
categories of municipalities, namely, metropolitan, district and local, vary in terms of 
size, capacity and revenue. For that reason, the researcher deemed it necessary to 
consider all three categories of municipalities, as the assessment of internal controls 
may differ due to reasons given above. 
In each strata a number was assigned to each municipality within a sampling frame. 
In each sampling frame the researcher separated the unclean district and the clean 
district, and unclean local and clean local municipalities to ensure that each municipal 
audit outcome had an equal probability of selection. This ensured that five clean and 
five unclean municipalities could be selected. The researcher then applied simple 
random sampling through Excel, which allowed for 10 district and 10 local 
municipalities to be randomly selected. All eight metropolitan municipalities were 
sampled. 
Sample size is dependent on data saturation. The researcher selected 10 district and 
10 local municipalities, due to the fact that after analysing the eight metropolitan 
municipalities, the researcher observed that after the fourth analysis there was no new 
data being extracted, and saturation had been reached. According to Glaser and 
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Strauss (1967); Strauss and Corbin (1998); Bowen (2009: 139), data saturation is 
fundamental to naturalistic investigation. Data saturation is when the researcher 
gathers data to the point of diminishing returns, when nothing new is being added.  
Morse and Richard (2002: 12) point to the purpose of data saturation as: "Saturating 
data ensures replication in categories; replication verifies, and ensures 
comprehension and completeness." Similarly, theoretical saturation, in effect, is the 
point at which the researcher can no longer obtain new insights, new themes, and no 
new issues arising from a category of data (Strauss and Corbin, 1990; Bowen, 2009: 
140). 
3.3.5 Data Analysis 
Content analysis will be done using the computer-aided software, Atlas.ti (Muhr, 1994, 
1997a, 1997b). Atlas.ti is a powerful workbench for qualitative data analysis, especially 
for large sections of text, audio and visual data. During the data analysis stage this 
software allows researcher to analyse and interpret data using coding and noting 
activities (Smit, 2002:  65).  
According to Creswell and Poth (2018: 183), “data analysis consists of firstly preparing 
and arranging data for analysis, followed by reducing the data into themes through a 
process of coding and simultaneously condensing the code.” The outcome represents 
the data in figures, tables and or discussions (Creswell & Poth, 2018: 183). The 
researcher wrote memos during this process in order to summarise and report the 
development of the entire process, (Morse & Richard, 2002; Bengtsson, 2016: 10). 
The researcher sorted, coded and categorised the information derived from the 
relevant data into themes and interpreted them. In order to make sense of the collected 
data various methods were used i.e. graphs, tables, and explanatory texts. 
3.3.5.1 Aspects of content analysis for this study 
As mentioned above, a content analysis was done using version 8 of Atlas.ti software. 
According to Prasad (2008: 9), content analysis involves six steps. The first is to 
formulate the research question or objective. Schreier (2012: 80) and Van Rensburg 
(2018: 76) state that the starting point is to select a topic within a source which other 
researchers has referred to as a research question (Catanzaro 1988; Graneheim & 
Lundman, 2004; Bengtsson, 2016:11). The research question ensures that the 
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analysis focuses on those relevant aspects of content in the study (Prasad, 2008: 9). 
Bengtsson (2016), agrees that it is important or rather necessary for a researcher to 
distance themselves, in that the researcher must allow him or herself to let go of 
irrelevant information that does not agree with the objective of the study. 
The researcher created codes inductively, which changed as the study progressed. 
Internal control, a unit of analysis from the research question, was used in the study.  
A unit of analysis refers to the study sample and is defined as who best can answer 
the research problem (Bengtsson, 2016: 9). As the analysis focused on context, the 
researcher selected all metropolitan municipalities in addition to the 10 district and 10 
local municipalities, due to the information offered by this selection. The outcomes of 
the metropolitan, district and local municipalities ranged from clean, unclean and 
regressed audit outcomes, which gave the desired information to meet the objective 
of the study. 
The second step is to select communication content and sample. Prasad (2008: 10) 
argues that if the body of content is excessive, then a sample needs to be considered. 
The researcher employed criterion sampling and simple random sampling to select 
the municipalities studied. The third step advocates that the researcher should develop 
content categories. Prasad (2008: 11), defines content categories as compartments 
or 'pigeonholes' with explicitly stated restrictions into which the units of content are 
coded for analysis and which may flow from the research question. The researcher 
further utilised the basic control list as defined by AGSA in conjunction with the list 
generated by Scholtz (2014: 62).  
Due to the inductive nature of the study, the basic control list was used to give the 
researcher an idea of the type of controls that should be present, meaning that the 
action in an inductive study should lead to the discovery of a hypothesis. Strauss, 
(2003: 12) contends that  having a hunch or an idea, then converting it into a 
hypothesis will assess whether it could provisionally work as a condition for a type of 
event or strategy. The high volume of documents used in the document analysis 
required the researcher to create codes and quotations while scanning through the 
text and simultaneously memoing the data (Creswell & Poth, 2018: 188). 
The fourth step is to finalise the units of analysis. In terms of the research objectives, 
once the categories are identified and defined, the researcher should finalise the units 
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of analysis (Prasad, 2008: 13), which are the smallest units of content that are coded 
into the content category. They can be letters, words, sentences, portions of pages or 
themes, characters, an entire article, or a piece of a programme (Robson, 1993: Elo, 
et al. 2014: 5; Prasad, 2008: 13). The categories defined by the researcher stemmed 
from the COSO control framework. The five components of the COSO internal control 
framework assisted the researcher to categorise internal controls to: control 
environment, control activities, risk assessment, information and communication, and 
monitoring. 
Prasad (2008: 13), referred to two kinds of units of analysis: recording and context 
units. Recording units are the specific segment of content in which the occurrence of 
a fact is counted; in this study, the number of times internal controls appeared were 
counted, and results reported in a co-occurrence table, see table 4.2 – 4.4. “The 
context unit is the larger body of content that may be searched to characterise the 
recording unit” (Berelson, 1952). Meaning that if ‘internal control’ is the coding unit, 
then the context unit will be the sentence or the paragraph in which the word ‘internal 
control’ appears and characterises the recording unit (Prasad, 2008: 13).  
The fifth step is to prepare a coding schedule were categories are defined and the 
coding schedule is prepared for the analysis therefore coding of content are 
simultaneous steps. The coding process for this study was done through open coding 
whereby data was broken down into concepts and categories. Data was compared 
and similar incidents were grouped and arranged together and allocated the same 
category. Selective coding was also employed, which involved selecting a main core 
category and linking other categories to it in a process of integrating and refining the 
categories. In Atlas.ti, the researcher was able to create code families and as the 
analysis progressed those codes where refined. 
Analysing the collected data was the final step. In order to build and refine categories, 
to define conceptual similarities, and to discover patterns, the researcher made use of 
comparisons. Categories are flexible and can be changed at any point during analysis.  
Five categories emerged from the basic internal controls identified by AGSA. These 
basic controls are: HR management, IT systems, processing and reconciling, record 
keeping, audit action plan, leadership culture, use of consultants, and review and 
monitoring controls. As such, the researcher constantly reflected on impressions, 
62 
 
relationships and links while collecting the data. The basic controls mentioned above 
were further linked to the five internal controls in the COSO framework, namely, the 
control environment, control activities, risk assessment, information and 
communication, and monitoring activities. 
The researcher highlighted 1 859 text segments, referred to as quotations, which 
yielded 49 labels, known as codes. The codes were then grouped into five colour 
coded clusters, known as code families. See example of the report in Annexure B. 
 
3.4 METHODOLOGICAL CONSIDERATIONS   
The interpretivist research paradigm is flexible, context sensitive, and largely 
concerned with understanding complex issues and is the most appropriate paradigm 
for a qualitative research study. Researchers have previously shown concern about 
how the trustworthiness of interpretivist research efforts can be evaluated. Positivist 
researchers often regards qualitative research methods as unscientific, due to the fact 
that positivists values and emphasises the issues of validity, reliability and 
generalisability. Amankwaa (2016: 121) argues that some researchers advocate that 
qualitative research is not certified through reliability and validity however, these are 
terms used to corroborate quantitative research. 
There are issues which researchers often have to deal with that compromises the 
trustworthiness of qualitative research findings (de Casterlé, Gastmans, Bryon, & 
Denier, 2012). However, Carcary (2009: 11) found that in order to address such issues 
a research audit trail is a good starting point which seems to be recommended by 
several authors for assessing the trustworthiness of qualitative studies. Audit trails 
allows any observer to keep track of the course of research step-by-step, including 
any decisions made and procedures followed. An audit trail reveals how the data finally 
led to the development of findings and recommendations that were gathered and 
processed during the research process (Shenton, 2004: 72).  
This study is a qualitative study and therefore the researcher used the Atlas.ti 
Hypertext Markup Language (HTML) function to generate the audit trail and to ensure 
the trustworthiness of the study. The data can be retrieved in the Hermeneutic Unit, 
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which is where the researcher stored all the data, codes, memos and diagrams that 
form part of the analysis (Smit, 2002: 73). 
3.5 CHAPTER SUMMARY 
This chapter dealt extensively with how the researcher conducted the study in order 
to answer the research question and objective. The researcher employed a qualitative 
research design. The chapter commenced with a detailed discussion of the research 
design and the research paradigms. The chapter further outlined the methods used 
for the data collection, the sampling technique and the method of analysis. The 
following chapter discusses the findings of the study. 
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CHAPTER 4 
DATA ANALYSIS, INTERPRETATION AND PRESENTATION OF THE RESULTS 
 
4.1 INTRODUCTION 
Chapter three dealt with the research design and methodology applied in this study. 
The purpose of Chapter four is to discuss the data analysis and present results of the 
study. The chapter describes the research findings analysis, which originated from the 
empirical investigation. Finally, the research questions and literature review on internal 
controls assisted the researcher in developing key analytical themes. 
Data was collected through secondary data sources, which are readily available for 
public consumption in the public domain, namely, municipal annual reports, AGSA 
reports, MFMA, MSA and all other relevant legislation. The data collection, analysis, 
interpretation and presentation were defined by the objective of the study, which is to 
determine whether internal controls are more prominent in clean audit outcomes as 
opposed to unclean audit outcomes. 
4.2 DATA ANALYSIS 
According to Babbie (2017: 391), qualitative analysis seeks to discover underlying 
meaning and patterns of relationships through a nonnumerical investigation and 
interpretation of observations. The study is exploratory in nature, based on inductive 
reasoning. The aim of the study is “to generate an in-depth understanding of internal 
control and how it impacts audit outcomes”. Therefore, to analyse and interpret the 
collected data, the researcher applied an inductive approach during the three stages 
of preparing, coding and interpreting data. According to Creswell (2014: 186), 
inductive reasoning is where the researcher forms patterns, categories and themes 
from the bottom up, by arranging the data into more abstract information. 
Once data has been collected and is in a suitable form, the researcher is ready to 
interpret the data for the purpose of drawing conclusions that show the interests, ideas, 
and theories that instigated the inquiry (Babbie, 2017: 118). According to (Smit, 2002: 
66), before one can commence with the analysis, data is transcribed, meaning that 
texts from different sources including the researcher’ notes or interviews conducted 
are typed into a word documents. These transcriptions are electronically or manually 
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analysed using a computer program, such as Atlas.ti (Smit, 2002: 66). On the analysis 
stage the researcher continuously reflects on impressions, relationships and links 
while collecting the data. In order to find similarities, differences, develop categories, 
themes, concepts and ideas the researcher must patiently follow this continuous 
progression (Smit, 2002: 66). 
4.2.1 Analysis and interpretation of data 
According to Creswell & Poth (2018: 185), there are three interrelated processes 
namely data collection, data analysis, and report writing, and often times they occur 
simultaneously in research. Coding, classifying or categorising of individual pieces of 
data, combined with a retrieval system are the key processes in the analysis of 
qualitative social research (Babbie, 2017: 397).  
The researcher searches for emerging patterns, concepts and explanations when 
attempting to interpret analysed data. This is the stage were the qualitative researcher 
defines concepts, creates typologies, map the range and nature of the phenomena, 
find links within data, in order to develop strategies and provide explanations (Maree, 
2016: 121). Creswell & Poth (2018: 195) and Patton (2015) further argue that the 
analysis process requires both critical and creative thinking in making judgements 
about what is relevant and significant in the generated patterns, themes and 
categories.  
4.2.2 Data coding 
The process of scanning and thoroughly reading through transcribed data and dividing 
it into meaningful analytical units is known as coding. Maree (2016: 116), defines 
coding as markings made by researcher on parts of the data with symbols, descriptive 
words, or identifying names. When the researcher finds an important segment to the 
inquiry, a code or label was allocated to it to signify that specific segment. Maree 
(2016: 118) further explains that one can move back and forth between steps as better 
understanding emerge from the data source. The first step of coding is known as the 
initial step, and when completed, the researcher can summarise and organise the data 
into groups.   
While scanning through the text to create codes and quotations, the researcher was 
simultaneously memoing the data. Memos are short phrases, key concepts, or ideas 
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that occur to the reader during the coding process (Creswell & Poth, 2018: 188). 
Memos are not just descriptive summaries of data but have a higher level of analytical 
meaning (Miles, Huberman & Saldana, 2014: 95; Creswell & Poth 2018: 188). 
Throughout the process, the researcher wrote memos of possible links between 
certain categories i.e. record- keeping and IT controls. Categories that seemed closely 
related were therefore linked together using Atlas.ti, such as reviewing and monitoring 
compliance and assurance providers, which were classified under monitoring as it is 
one of the five COSO components. 
4.2.2.1 Open coding 
According to Smit (2002: 69), through close investigation of data, open coding is 
referred to as naming and categorising phenomena. In Atlas.ti, open coding is referred 
to as creating a new code (Friese, 2012: 64). This research was based on inductive 
reasoning and thus employed an open coding approach. Codes created inductively 
continuously change as a study progresses and, as more data becomes accessible, 
open coding allows the flexibility of making changes (Bengtsson 2016 :12). 
Furthermore, interpretations of meanings that seem clear may later seem unclear. As 
the researcher examined the reports sentence by sentence and allocated codes, 
theory was being formulated. This process allowed the researcher to analyse by 
questioning data in order to ascertain concepts and categories which could then be 
further broken down (Grbich, 2013: 83). 
 
4.2.2.2 Axial coding 
According to Strauss and Corbin (1998: 124), how categories are associated with each 
other is known as axial coding. Categories and subcategories that relate to each other 
form a more precise and complete explanation of the phenomena (Smit, 2002: 69). 
Categories that seemed closely related were therefore linked together using Atlas.ti. 
According to Smit (2002: 70), during the coding stage it is advisable to make a memo, 
which entails recording reflective notes about what is being learnt from the data. 
 
4.2.2.3 Selective coding 
Selective coding is a process of choosing a main core category and relating the other 
categories to it (Strauss & Corbin, 1998: 143). The researcher used five main 
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categories in the COSO internal control components: control environment, control 
activities, risk assessment, information and communication, and monitoring. Other 
subcategories have emerged such as the basic controls as defined by Scholtz (2014: 
62). 
 
4.2.2.4 Development of the code list 
The COSO internal control framework was used in the study to develop the initial code 
list. The researcher further utilised the basic control list as defined by AGSA in 
conjunction with the list generated by Scholtz (2014: 62). These lists were used to give 
guidance on the type of controls that should be included in an inductive study such as 
this. 
 
4.2.3 Research question 
Internal control code was assigned wherever mention was made of controls in the 
annual reports. The five components of the COSO internal control framework assisted 
the researcher to categorise internal controls according to control environment, risk 
assessment, monitoring, control activities, and information and communication. The 
researcher had to establish the internal controls that underpin clean audits compared 
to those that underpin unclean audits. Table 4.1 below lists effective internal controls 
according to the key drivers of internal controls as established by AGSA. 
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3Table 4.1: Identified themes that emerged from the literature data 
Leadership Financial and 
performance 
management 
Governance 
COSO components sub-themes 
Control environment; 
Control activities 
Information and 
communication; 
Risk assessment 
Monitoring 
 
 “Good HR controls” 
 Good ICT 
governance and 
controls  
 Effective audit 
action plans 
 “Proper record- 
keeping (ensures 
that information is 
accessible and 
available to 
support financial 
and performance 
reporting)” 
 Daily and monthly 
controls 
 Review and 
monitor 
compliance 
 “Senior 
management 
ensures that 
controls are in 
place for robust 
performance and 
financial 
management 
systems.” 
 “They focus on 
governance 
through risk 
management 
activities and 
 
Financial statements 
free from material 
misstatements are mostly 
due to: 
 
 “Robust 
governance 
structures that insists on a 
thorough analysis of 
quarterly 
financial and performance 
reports.” 
 CFOs 
maintaining strong risk 
management practices by 
identifying and assessing 
risks in a timely manner. 
 “Accounting 
officers 
established open and 
constructive relationships 
with key role players and 
process owners.” 
 
 
 
 “Key role players 
work together 
to provide assurance on 
the credibility of the 
financial statements and 
performance reports, and 
to ensure compliance with 
key legislation.”  
 “Actions of 
management/leadership 
and their governance 
partners – 
internal audit units and 
audit committees play a 
major role in providing 
assurance.” 
 “The political 
leadership also 
provides strong 
monitoring and oversight 
to hold the administration 
to account.” 
 Assurance 
providers: 
- Senior 
management 
- Municipal 
managers/chief 
executive officers 
- Mayors 
- Internal audit units 
- Audit committees 
- Municipal councils 
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effective internal 
audit units and 
audit committees.” 
 “Effective 
leadership 
establishes a 
culture of ethical 
behaviour, 
commitment and 
good governance”  
 “HR practices 
ensure that 
adequate and 
sufficiently skilled 
officials are in 
place and that their 
performance is 
managed” 
 “Audit action plans 
are used to 
address internal 
control 
weaknesses” 
 “Mechanisms 
should be in place 
to identify 
applicable 
legislation, and 
monitor 
compliance.” 
- Municipal public 
accounts 
committee 
(MPACs) 
Source: AGSA (2016) 
 
The themes presented above namely financial and performance management, 
leadership and corporate governance, seemed to be the most appropriate as these 
are the key drivers of internal control (AGSA, 2016: 10). Effective leadership is 
fundamental in order to work well with people to do new and innovative things in a 
world which is increasingly complex and dynamic. South Africa needs sustainable 
organisations that are flexible, and such organisations are made up of individuals. 
Leadership is about delegating people to address the toughest situations and to 
perform their responsibilities with professional competence and due care. Leadership 
requires interpersonal influence, directed, through an appropriate and acceptable 
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communication process, toward the accomplishment of organisation’s goals 
(Tannenbaum, Weschler & Massarik, 1961) 
 
4.2.4 Data presentation 
According to Scholtz (2014: 80), the municipalities that have improved in their audit 
outcomes have specific common traits. Their managers seem to be committed to 
improve financial transparency and accountability, and their finance departments are 
filled with qualified staff who cooperate with the auditors. They appear to learn from 
previous audits, therefore implementing suggested changes (Berkowitz, 2012). The 
researcher analysed the data to explore what other literature had discovered on 
internal controls. The objective of the analysis was to provide a count of internal 
controls mentioned in the municipal annual reports.  
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4Table 4.2: Local municipalities 
 
Source: Researcher’s own compilation, Atlas.ti V8 
 
 
 
5Table 4.3 District municipalities 
 
 
Source: Researcher’s own compilation, Atlas.ti V8 
 
 
Local municipalities A B C D E F G H H G F E D C B A Local municipalities
Matatiele 10 1 0 0 0 1 4 0 0 0 0 0 0 0 0 0 Blue Crane
Matzikama 6 1 0 0 2 1 0 0 0 0 4 0 0 0 2 10 Govan Mbeki
Okhahlamba 4 1 0 0 0 4 2 0 0 0 2 0 0 0 1 9 Kopanong
Senqu 15 9 0 0 6 6 27 0 0 0 9 0 0 0 1 19 KwaDukuza
Swartland 24 0 0 0 0 6 2 0 0 0 5 0 0 0 0 4 uMhlathuze
Clean Unclean
Clean
District municipalities A B C D E F G H H G F E D C B A District municipalities
Cape Winelands 0 0 0 0 0 0 0 0 19 2 0 1 0 6 0 0 Capricorn
Nkangala 10 0 0 0 10 5 28 0 10 1 0 0 0 3 5 0 Gert Sibande
Frances Baard 14 4 0 0 1 2 0 0 6 8 0 0 2 7 8 1 Dr Kenneth 
Thabo Mofutsanyana 2 0 0 0 0 8 2 0 12 6 0 1 3 11 7 0 Umkhanyakude
West coast 12 7 0 2 0 2 2 0 13 0 0 0 0 6 8 1 Waterberg
Unclean
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6Table 4.4: Metropolitan municipalities 
 
Source: Researcher’s own compilation, Atlas.ti V8 
 
A. HR Management 
B. IT systems 
C. Processing and reconciling 
D. Record keeping 
E. Audit action plan 
F. Leadership culture 
G. Use of consultants 
H. Review and monitoring controls 
 
Metropolitan municipality A B C D E F G H H G F E D C B A Metropolitan municipalities
City of Cape Town 9 7 0 0 0 0 3 0 0 0 6 3 3 2 1 33 BCMM
0 0 0 4 0 0 4 10 eThekwini
0 2 3 4 0 0 1 14 Mangaung
0 18 9 4 0 1 3 30 Nelson Mandela 
0 0 2 0 0 0 3 12 City of Johannesburg
1 7 13 39 0 0 7 48 City of Tshwane
0 1 5 4 0 0 0 8 Ekurhuleni
Clean Unclean
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Findings and deductions from the above Tables 4.2, 4.3 and 4.4: 
The above co-occurrence tables generated by Atlas.ti depict a mirror image of clean 
vs unclean internal controls of sampled municipalities as mentioned in their annual 
reports. The significance of internal controls is demonstrated by the amount of times 
they were mentioned in the annual reports. The controls that appear to be least-
mentioned in the annual reports were shown to be the controls most lacking, as 
referenced by AGSA, namely: processing and reconciling controls, record-keeping 
and reviewing controls, and monitoring compliance. 
4.2.4.1 Human Resource (HR) management and use of consultants 
 The objective of the analysis in Table 4.5 is to contrast HR management 
controls and the use of consultants between clean and unclean audits. 
 
 Table 4.5: HR management controls and use of consultants for municipalities 
with clean audits 
  Key 
financial 
positions 
filled 
Investment 
in staff 
development 
Compliance 
with HR 
policies 
Investment 
in 
consultants 
Total 
yes 
% 
City of Cape 
Town 
Yes Yes Yes Yes 4 100 
Cape 
Winelands 
Yes Yes Yes No 3 75 
Nkangala Yes Yes Yes No 3 75 
Frances 
Baard 
Yes Yes Yes No 3 75 
Thabo 
Mofutsanyana 
Yes Yes Yes No 3 75 
West coast Yes Yes Yes No 3 75 
Matatiele Yes Yes Yes No 3 75 
Matzikama Yes Yes Yes No 3 75 
Okhahlamba Yes Yes Yes No 3 75 
Senqu Yes Yes Yes No 3 75 
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Swartland Yes Yes Yes No 3 75 
Source: Researcher’s own compilation, Atlas.ti V8 
In Figure 4.1 below, it is evident that the City of Cape Town is the only municipality 
that invested in consultants in their finance department. The municipality ensured 
effective use of consultants through knowledge transfer to their own staff within the 
finance department. 
  
 
Figure 4.1: Number of criteria met for HR management controls and use of 
consultants 
Source: Researcher’s own compilation 
 
According to Figure 4.1 above, all municipalities with a clean audit outcome continue 
to invest in staff development by providing training opportunities to staff members. Key 
positions such as those of COO, CEO and CFO are filled within three months. Finance 
management programmes have been funded for the three-year minimum municipal 
competency programme for lower staff levels, to enhance the development of 
competent employees within the finance environment. These municipalities seem to 
have implemented HR policies, and those in key positions ensure compliance thereof. 
 
 
 
0
0.5
1
1.5
2
2.5
3
3.5
4
4.5
Clean audit
75 
 
Table 4.6 shows HR management controls and consultant use in municipalities with 
unclean audits. 
Table 4.6: HR management controls and use of consultants for municipalities 
with unclean audits 
  Key 
financial 
positions 
filled 
Investment in 
staff 
development 
Compliance 
with HR 
policies 
Investment 
in 
consultants 
Total 
Yes 
% 
Yes 
BCMM No N/A N/A No 0 0 
eThekwini No Yes Yes No 2 50 
Mangaung No N/A N/A No 0 0 
Nelson Mandela 
Bay 
No Yes N/A No 1 25 
City of 
Johannesburg 
No Yes Yes No 2 50 
City of Tshwane No Yes Yes Yes 3 75 
Ekurhuleni No Yes Yes No 2 50 
Capricorn No Yes Yes No 2 50 
Gert Sibande No Yes Yes No 2 50 
Dr Kenneth 
Kaunda 
No Yes Yes Yes 3 75 
Umkhanyakude No Yes Yes No 2 50 
Waterberg No Yes Yes Yes 3 75 
Blue Crane Route No Yes Yes No 2 50 
Govan Mbeki No Yes Yes No 2 50 
Kopanong No Yes Yes No 2 50 
KwaDukuza No Yes Yes No 2 50 
uMhlathuze No Yes Yes No 2 50 
Source: Researcher’s own compilation 
 
Figure 4.2 below depicts the number of criteria met for HR management controls, and 
the municipalities' use of consultants.  
76 
 
 
Figure 4.2: Number of criteria met for HR management controls and use of 
consultants 
Source: Researcher’s own compilation 
 
It is worth noting that although the City of Tshwane, Dr Kenneth Kaunda, and the 
Waterberg municipalities at 75% almost met all criteria specified under Human 
Resources control as given by the researcher, their investment in consultants was due 
to over-reliance on consultants to compile financial statements. This resulted in 
leadership failing to monitor skills transfer to municipal financial officials. 
Consequently, financial statements still had material misstatements where consultants 
performed the work, which resulted in increased audit time and cost. 
Secondly, although HR policies were developed, due to lack of leadership some of 
these policies were not implemented. Municipalities such as BCMM, Mangaung and 
Nelson Mandela Bay had their policies drafted, however, they were awaiting approval. 
This may have resulted in thorough screening of employees in the finance department 
being overlooked or not prioritised, therefore the preventative control of employing 
unskilled staff may have been ineffective, hence the use and reliance on consultants. 
Thirdly, where investment in staff development was concerned, municipalities such as 
BCMM and Mangaung reported that staff were reluctant to follow through with training 
and other developmental projects. Other municipalities faced challenges with staff 
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members who were reluctant to complete annual skills audits, despite significant 
amounts of money being spent on skills development plans. 
All municipalities reported that they had been unsuccessful in filling permanent 
vacancies with suitably qualified candidates. 
 Findings and deductions 
A stable foundation for strong internal controls, is a good HR management system as 
vacancies, scarce or inadequate skills affect the design, implementation and 
monitoring of control activities (AGSA, 2016: 91). It was apparent that the leadership 
across all municipalities did not prioritise addressing weaknesses in the control 
environment. From Table 4.6 it was deduced that vacant positions led to municipalities 
relying extensively on consultants. Moreover, a lack of leadership and accountability 
became evident from the unclean audit opinion data and the lack of accountability from 
the municipal officials who were not performing their duties. 
Clearly, high demand for consultants serves as evidence of a competency gap, and 
this has resulted in municipalities not prioritising filling of those vacant positions. In 
addition, over-reliance on consultants is an indication of a lack of expertise and 
capacity in municipalities to produce unqualified financial statements. In a study by 
Ngoepe (2012), findings revealed that consultants compiled financial statements due 
to lack of financial skills at municipalities, of which those consultants did not always 
provide skills transfer and because of this, the same consultants were contracted the 
subsequent years.   
4.2.4.2 IT systems 
In order to discharge management’s responsibilities effectively, the implementation of 
information technology (IT) systems controls is essential (Scholtz, 2014: 69). 
Complete, relevant and accurate information is only possible through proper record 
keeping, which ensures that financial and performance reporting is supported by other 
readily accessible documentation. This step ensures that the information reported can 
be substantiated and verified which is vital towards attaining clean audit outcomes 
(AGSA, 2016: 13). It further enables senior management to hold staff accountable.  
The audit process is significantly impacted by a lack of documentation. Records should 
be made readily available when needed for audit purposes to support financial and 
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performance information and compliance with key legislation, thus a functional and 
access protected IT system can make these records available. 
 
 Objective of the Table 4.7 analysis: to contrast IT controls, review and 
monitoring compliance and record keeping between a clean vs unclean audit 
opinion.  
Table 4.7: IT systems review and monitoring compliance and record-keeping of 
municipalities with clean audits 
 
IT System Review and 
monitoring 
compliance 
Record 
keeping 
Total 
Yes 
% 
Yes 
City of Cape Town Good Good Good  3 100 
Cape Winelands Good Good Good  3 100 
Nkangala Good Good Good  3 100 
Frances Baard Good Moderate Good  2.5   83 
Thabo 
Mofutsanyana 
Good Good Good  3 100 
West Coast Good Moderate Good  2.5   83 
Matatiele Good Good Good  3 100 
Matzikama Good Good Good  3 100 
Okhahlamba Good Good Good  3 100 
Senqu Good Moderate Good  2.5   83 
Swartland Good Good Good  3 100 
Source: Researcher’s own compilation 
Most municipalities had adequate internal controls to manage their environments, as 
can be seen in Figure 4.3 below.  
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Figure 4.3: Number of criteria met for IT systems, review and monitoring 
compliance and record keeping 
Source: Researcher’s own compilation 
All municipalities had efficient IT infrastructure with a CIO or qualified IT specialist 
overseeing the IT department. It is worth noting that their supporting documents were 
readily available, which evidenced a link between stability in key positions, good IT 
infrastructure and record-keeping. Frances Baard, West Coast and Senqu are at 83% 
due to moderate monitoring compliance control. The internal audit unit (one of the 
assurance providers) of Frances Baard, had the municipality’s compliance with IIA 
standards assessment outstanding. In addition, the quality assurance review of the 
internal audit unit was not completed. 
IT systems review and monitoring compliance and record-keeping for municipalities 
with unclean audits and be seen in Table 4.8 below. 
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Table 4.8: IT systems review and monitoring compliance and record-keeping for 
municipalities with unclean audits 
  IT System Review 
and 
monitoring 
compliance 
Record 
keeping 
Total 
Yes 
% 
Yes 
BCMM Inadequate Moderate Inadequate 1 33 
eThekwini Good Good Inadequate 2.25 75 
Mangaung Inadequate Moderate Inadequate 1 33 
Nelson Mandela 
Bay 
Inadequate Good Inadequate 1.5 50 
City of 
Johannesburg 
Inadequate Moderate Inadequate 1 33 
City of Tshwane Good Moderate Inadequate 1.75 58 
Ekurhuleni Inadequate Moderate Inadequate 1 33 
Capricorn Moderate Moderate Inadequate 1 33 
Gert Sibande Inadequate Moderate Inadequate 1 33 
Dr Kenneth 
Kaunda 
     Inadequate Moderate      Inadequate 1 33 
     Umkhanyakude Inadequate Moderate Inadequate 1 33 
     Waterberg Inadequate Moderate Inadequate 1 33 
     Blue Crane Route Inadequate Moderate Inadequate 1 33 
Govan Mbeki Inadequate Moderate Inadequate 1 33 
Kopanong Inadequate Moderate Inadequate 1 33 
KwaDukuza Inadequate Moderate Inadequate 1 33 
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  IT System Review 
and 
monitoring 
compliance 
Record 
keeping 
Total 
Yes 
% 
Yes 
uMhlathuze Inadequate Moderate Inadequate 1 33 
Source: Researcher’s own compilation 
Figure 4.4 below shows the number of criteria met for IT systems, review and 
monitoring compliance, and record-keeping. 
 
Figure 4.4: Number of criteria met for IT systems, review and monitoring 
compliance and record keeping 
Source: Researcher’s own compilation 
 
Municipalities that obtained an unclean audit indicated that those in key positions in 
the IT department i.e. the CIO or IT manager, did not qualify or have adequate years' 
experience for the position. This in turn contributed to areas of concern with regard to 
IT controls. In order for these municipalities to fulfil their IT roles and responsibilities 
they had to make use of consultants whose performance was not monitored.  
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Other municipalities did not establish an IT governance framework or isolate security 
vulnerabilities. Since their IT steering committees were inactive, action plans were not 
being employed and monitored, and lack of testing for the disaster recovery plans 
failed to ensure data recovery in the event of a disaster. Inadequate management 
oversight caused non-implementation of prior commitments. There were no policies 
and procedures designed or implemented, as it was the case in previous years.  
At some municipalities the security controls were compromised therefore they 
experienced security breaches, which resulted in fraudulent activities. General access 
control was not always reviewed, and thus unfortunately separation of responsibilities 
was not consistently maintained.  
 Findings and deductions: 
IT controls are an inherent part of the control environment in municipalities. They 
enable efficiency in service delivery, promote security and trustworthiness in financial 
statements, ensures confidential, fair and available state information. Unfortunately, 
management had not implemented proper record-keeping and IT controls to ensure 
that complete, accurate, and relevant information was accessible and available to 
support financial reporting. 
 Daily and monthly controls for processing and reconciling transactions 
These controls are fundamental to ensure trustworthy and reliable financial and 
performance reporting and preserves accountability of employees (AGSA, 2016: 156). 
The identified control activities include approvals, authorisations, verifications, 
reconciliations, evaluations of operating performance, security of assets and isolation 
of responsibilities (Scholtz, 2014 :65). These relate to Annexure of the Chapter two 
literature review.  
From the above Tables 4.2 – 4.4, it is evident that processing and reconciling controls 
were the least-mentioned in metropolitan, district and local municipalities’ annual 
reports, for both clean and unclean audit outcomes. This is due to controls being 
performed only at year end or after AGSA had raised the issue. The researcher found 
it appropriate to relate this control to record-keeping and IT controls. 
The findings and deductions were that municipalities with clean audit outcomes had 
established that in order to enable reliable, accurate and timeous financial reporting 
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that ensured good processing and reconciling controls, basic daily and monthly 
financial performance and compliance controls had to be in place. In the literature, 
Ngoepe (2012), also revealed that lack of record management is what leads to poor 
audit outcomes in the South African public sector. The study’s data analysis and 
research findings ranked records management at number five, with an average score 
of 5.68%, while internal controls ranked at number one out of 10 (with an average 
score of 7.63%) and were key contributors to negative audit outcomes (Ngoepe, 2012: 
141). The reason for lack of supporting documents can be attributed to management 
not taking full ownership of the internal control environment. 
4.2.4.3 Leadership culture and audit action plan 
Objective of the analysis in Table 4.9 is to contrast leadership culture and audit action 
plans between a clean vs unclean audit opinion. Table 4.9 shows leadership culture 
and audit action plans for municipalities with clean audits. 
Table 4.9: Leadership culture and audit action plans for municipalities with clean 
audits 
  Leadership 
culture 
Audit action 
Plan 
Total % 
City of Cape Town Good Good 2 100 
Cape Winelands Good Good 2 100 
Nkangala Good Good 2 100 
Frances Baard Good Good 2 100 
Thabo Mofutsanyana Good Good 2 100 
West Coast Good Good 2 100 
Matatiele Good Good 2 100 
Matzikama Good Good 2 100 
Okhahlamba Good Good 2     100 
  Leadership 
culture 
Audit action 
Plan 
Total % 
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Senqu Good     Good     2     100 
Swartland Good Good 2 100 
Source: Researcher’s own compilation 
 
All municipalities with clean audit outcomes had effective leadership culture, as can 
be seen in Figure 4.5 below. 
 
Figure 4.5: Number of criteria met for leadership culture and audit action plans 
Source: Researcher’s own compilation 
Clearly, the leadership had seen that key positions were filled. Where consultants were 
required, as in the case of the City of Cape Town, the consultant's knowledge and 
skills were transferred to those working within the finance department. The leadership 
had also ensured that the audit action plans were implemented in the following year. 
In most cases, those action plans addressed the root causes of what had caused 
unclean audit opinion in previous years. Table 4.10 shows the leadership culture and 
audit action plan for municipalities with unclean audits. 
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Table 4.10: Leadership culture and audit action plan for municipalities with 
unclean audits 
  Leadership 
culture 
Audit action Plan Total % 
BCMM Inadequate Not sufficiently 
addressed 
0.75 37.5 
eThekwini Moderate Not sufficiently 
addressed 
1.25 62.5 
Mangaung Moderate Not sufficiently 
addressed 
1.25 62.5 
Nelson Mandela 
Bay 
Inadequate Not sufficiently 
addressed 
0.75 37.5 
City of 
Johannesburg 
Inadequate Not sufficiently 
addressed 
0.75 37.5 
City of Tshwane Inadequate Not sufficiently 
addressed 
0.75 37.5 
Ekurhuleni Moderate Not sufficiently 
addressed 
1.25 62.5 
Capricorn Inadequate Not sufficiently 
addressed 
0.75 37.5 
Gert Sibande Inadequate Not sufficiently 
addressed 
0.75 37.5 
Dr Kenneth 
Kaunda 
Inadequate Not sufficiently 
addressed 
0.75 37.5 
Umkhanyakude Inadequate Not sufficiently 
addressed 
0.75 37.5 
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  Leadership 
culture 
Audit action Plan Total % 
Waterberg Inadequate Not sufficiently 
addressed 
0.75 37.5 
Blue Crane Route Inadequate Not sufficiently 
addressed 
0.75 37.5 
Govan Mbeki Inadequate Not sufficiently 
addressed 
0.75 37.5 
Kopanong Inadequate Not sufficiently 
addressed 
0.75 37.5 
KwaDukuza Inadequate Not sufficiently 
addressed 
0.75 37.5 
uMhlathuze Inadequate Not sufficiently 
addressed 
0.75 37.5 
2 Source: Researcher’s own compilation 
Figure 4.6 below shows the number of criteria met for leadership culture and the 
audit action plan for municipalities with unclean audits.   
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Figure 4.6: Number of criteria met for leadership culture and audit action plan 
Source: Researcher’s own compilation 
 
Municipalities that obtained an unclean audit outcome were firstly found to have 
instability in leadership, which resulted in a lack of oversight and monitoring. This 
would have guided key processes such as knowledge exchange and innovation, 
training needs analysis, career pathing and planning, and succession planning to 
promote efficiency and effectiveness in financial management. It is clear from the 
findings that municipalities with unclean audit outcomes at 37.5% caused a ripple 
effect, as this resulted in employee performance not being effectively monitored. With 
a fewer numbers of employees in the finance department, one could carry out 
responsibilities of another, compromising segregation of duties control. 
Secondly, commitments made by leadership to fill critical senior and middle 
management positions had not been met. Critical senior and middle management 
positions were vacant. The administrative leadership did not keep documents and 
records in a manner that ensured accessibility to complete, timely and accurate 
information in order to improve reporting. Some municipalities had developed plans to 
address audit findings, but their action plans were not sufficient on key items such as 
procurement and financial reporting, hence the required results were not achieved. 
0
0.2
0.4
0.6
0.8
1
1.2
1.4
Unclean audit
88 
 
This resulted in a number of repeat findings of non-compliance with MFMA and SCM 
regulations. 
The above findings are supported by a study conducted by Mawonga (2012), who 
explored the leadership in Buffalo City Metropolitan Municipality (BCMM), which 
includes East London, Mdantsane, Bhisho and King William's Town. The study 
resulted in the municipality receiving an unclean audit. Mawonga (2012), further stated 
that the internal audit unit and other monitoring structures were not effective due to 
ineffective leadership. Another study by Ngoepe (2012), concluded that one of the 
reasons for the absence of supporting documents was due to leadership unavailability.  
Leaders could have assisted auditors to retrieve documentation as and when 
requested. Lastly, a study by Strickland (2011) focused on the impact of an internal 
audit unit on internal controls, which links closely to the study by Mawonga (2012). It 
is evident that the results found in this study are supported by other literature such as 
that of Ngoepe, Strickland and Mawonga (see Annexure A on pg. 106), though the 
other studies focused on one or two internal controls. Clearly, there is still a gap that 
must be addressed. 
 
4.3 CHAPTER SUMMARY 
This chapter discussed the status of internal control at selected municipalities. A 
detailed analysis of the reports was done for all 28 municipalities, and comparisons 
was made per the COSO control components, looking at clean vs unclean audit 
outcomes. The following chapter deals with the study findings, conclusions and 
recommendations.  
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CHAPTER 5 
SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 
 
5.1 INTRODUCTION 
It is essential that internal controls in accounting standards are recognised as a priority 
in all functions of the municipalities. The previous chapter dealt with the analysis and 
interpretation of the study. In this chapter, the researcher draws conclusions and 
makes necessary recommendations.  
 
5.2 SUMMARY OF THE STUDY 
This study was organised into five chapters. Chapter one outlined the aim of the study 
and defined the research problem and question. Chapter two reviewed literature 
related to the development of internal controls and how they impact financial 
statements and in turn, audit outcomes. Chapter three discussed the research 
methodology which encompassed how the study was conducted, the data sources 
and how it was collected. Chapter four then dealt with the research analysis using 
computer-based software Atlas.ti, and lastly, in Chapter five the researcher draws 
conclusions and makes several recommendations. 
It has emerged from the study that public and private sectors, be they government 
departments, companies or any other institutions dealing with taxpayers, shareholders 
and donor money, can succumb or fall prey to corruption or fraud. No company or 
organisation is exempt from corruption. It is therefore imperative to have systems and 
procedures in place to ensure good governance. The issues raised concerning this in 
the preceding chapter pertain to policies not being updated or even implemented, lack 
of commitment from leadership, governance failure, corruption, inadequate skills to fill 
key positions leading to reliance on consultants, to name a few. 
Other issues raised that led to adverse audit outcomes or disclaimers are cases where 
municipalities were unable to provide the supporting documentation needed for 
auditors to audit, which in turn affected the credibility of the financial statements.  
 
5.3 SUMMARY OF THE RESEARCH FINDINGS 
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The following are the summary to the research findings gathered from the study. 
This is on the basis of the findings that have been tabled in Chapter four. 
5.3.1 Category 1: Control environment 
Leadership, with the assistance of municipal officials, has not prioritised addressing 
control environment weaknesses. Lack of leadership and accountability appears 
common in municipalities with unclean audits. Instead of appointing qualified officials, 
management allocates a substantial amount of money and resources to consultants, 
who are not monitored and consequently do not transfer skills to the municipalities’ 
accounting officers. The control environment is compromised at certain municipalities 
due to a high vacancy rate in key management positions. This has resulted in 
insufficiently implemented and monitored IT controls, leading to security breaches and 
fraud.  
 
5.3.2 Category 2: Control Activities 
Control activities entail the daily capturing of financial transactions, checks from an 
overseer such as supervisors of the captured transactions and other information such 
as supplier details, and an independent monthly reconciliations of key accounts. 
Consistent monitoring of control activities by management ensures that they are 
operating effectively (Rae, Sands & Subramaniam, 2017: 38). Furthermore, control 
activities may change over time and therefore, management should determine the 
relevance of control activities and make improvements were necessary. The above- 
mentioned issues affecting the control environment impact severely on the 
establishment, execution and monitoring of control activities. 
5.3.3 Category 3: Risk management 
Internal control and risk management are a central part of financial and performance 
management systems and therefore very important to the accomplishment of 
organisational objectives. Some municipalities with a clean audit outcome have 
enough capacity and a strong internal audit function this enables them to assess their 
internal controls and perform risk management. However, municipal managers at 
other municipalities must learn to focus their resources on implementing risk 
management activities and must ensure that a risk strategy is developed and 
monitored (AGSA, 2016: 134). 
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5.3.4 Category 4: Information and communication 
IT controls are recognised for their ability to promote security at municipalities, 
ensuring that integrity and confidentiality is upheld (AGSA, 2016: 133). The lack of 
qualified and experienced CIOs or IT managers has had a negative impact on some 
municipalities. In essence, these municipalities have experienced security breaches 
that compromise the reliability of their financial statements. In most cases this has led 
to fraud and an unclean audit outcome. 
 
5.3.5 Category 5: Monitoring 
Different assurance providers are appointed to monitor internal control systems. 
Monitoring is a means to ensure adherence to internal controls, management of risk 
to a satisfactory and acceptable level and municipal objectives are met. Different roles 
should be understood and assurance providers must be equipped to perform their 
various functions (AGSA, 2016: 15). The findings uncovered that there is a lack of 
monitoring whether key positions are filled, with no one to hold accountable, failures 
in internal control associated with compliance with key legislation, internal auditor’s 
recommendations and audit committees’ recommendations are not responded to or 
implementation monitored. 
In most cases there have been no consequences for fruitless and wasteful 
expenditure, unauthorised expenditure and non-compliance with legislation.  An 
effectively monitored internal control environment by the different assurance 
providers, enables reliability and accuracy in reporting and compliance with legislation. 
The results thereof, is an accountable and responsible management of public funds. 
5.4 RECOMMENDATIONS 
Based on this study, the following recommendations can be made:  
 
5.4.1 Recommendation 1: Leadership 
Leadership and municipal officials should achieve their objectives by always adhering 
to the laws and regulations while acting in the best interest of the public. Holding 
leadership accountable means that the leadership are answerable to the public, and 
therefore must take responsibility for their actions. Better controls must be 
implemented at municipalities that enforce compliance with laws and regulations, and 
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better systems implemented to monitor performance management. Short courses for 
the leadership and key management officials such as financial management, business 
ethics, what it means to lead, consequences of non-compliance, relevance and use of 
consultants, to name a few, should be mandatory.  
It is recommended that municipalities should invest in internal qualified staff in their 
finance departments. However, should this not be practical in the short term, for most 
the researcher recommends a thorough reference check on appointed consultants. 
Another important element is to monitor that in-house finance staff are learning from 
the consultants. This will eventually build accountability as far as the assigned staff 
members are concerned, and ultimately prune out the root causes of unclean audit 
outcomes caused by unstable or complete lack of leadership and under-performing 
employees. 
 
5.4.2 Recommendation 2: Financial and performance management 
The accounting officer has the responsibility to maintain a strong control environment. 
All accounting officers must set standards for internal controls in order to minimise the 
risk of error and therefore strengthen the control environment. Reducing or managing 
risk requires management to identify, assess, manage and monitor all kinds of risks. 
Whilst there are some risk that cannot be completely removed, management can 
reduce these risks by ensuring that internal control systems and code of conduct are 
implemented and managed within already established procedures. 
There must be a proper separation of responsibilities within defined framework. 
Monitoring of these controls are of paramount importance, furthermore, ensuring that 
all officials maintain the highest ethical standards. Although it is the primary 
responsibility of the accounting officer for the financial affairs of their municipality, the 
financial affairs and internal controls should be supported and monitored by the 
relevant assurance providers, including the internal auditors.  
It is evident from the findings that 33% of municipalities receive unclean audit 
outcomes. In terms of this study, this means that these municipalities have not met the 
criteria set by researcher for effective IT infrastructure, reviewing and monitoring, 
compliance, and proper record keeping. This is clearly due to weak control 
environments. Without proper management and leadership, internal controls 
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standards are either not reviewed regularly or not implemented at all. Control activities 
in most of these municipalities were found not to be fully functional. It is recommended 
that the municipalities’ leadership ensures that relevant safeguards are in place to 
minimise risk to an acceptable level. These safeguards will stem from the 
implementation of relevant policies, standards, laws and regulations, and skilled 
professionals and training programmes that will ensure continuous development of 
municipal officials  
The municipalities that received clean audit outcomes should serve as examples to 
those struggling to obtain a clean audit. These municipalities have good IT 
infrastructure, with some showing technological advancement. This ultimately allows 
for sufficient and proper record-keeping as these facilities, including IT general 
controls and application controls, are operational and well monitored. With supporting 
documentation, the assurance providers are therefore able to perform their 
responsibilities without any limitations.  
 
5.4.3 Recommendation 3: Governance 
Effective leadership fosters a culture of ethical behaviour and commitment to good 
governance. The researcher recommends that the municipal management should 
consider applying the King IV report on governance in order to enhance ethical culture, 
effective control, legitimacy, and good performance. It is also imperative to have an 
internal audit function that monitors management following through on this. 
 
5.5 LIMITATIONS OF THE STUDY 
The scope of the study is limited to secondary data generated from public documents, 
which some documentation may be protected or not made available for public use. 
Therefore, interviews could have allowed researcher to gather more relevant 
information or substantiated information accessed in the public domain. Furthermore, 
the inherent limitation of qualitative research is that interpretation is bias, therefore to 
ensure objectivity annual reports for selected municipalities were reviewed and 
corroborated with AGSA report on that particular municipality. In addition, the study 
was limited to the municipalities in South Africa existing until July 2019, and no other 
institutions or departments were examined. 
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5.6 SUGGESTIONS FOR FURTHER RESEARCH 
The following are suggested areas for further research:  
 Future research could be extended to other government departments, state 
owned entities and the private sector by adopting the same approach.  
 A procedural manual could be compiled that covers problem areas such as 
leadership, the process of policy development and implementation, effective 
use of consultants, and all other problem areas mentioned above. The purpose 
of this manual would be to bridge the skills gap within municipal environments, 
and training all officials and managers on the importance of internal controls.  
 A comparative study could be undertaken with government departments in 
other countries. 
 
5.7 RESEARCH PROBLEM 
The 2014 OCA deadline for ‘clean’ audits was missed by more than 90% of 
municipalities in South Africa (Stone, 2014). According to AGSA (2016: 7), a lack of 
adequate controls negatively impacted audit outcomes. Apart from many 
municipalities struggling to obtain ‘clean’ audits, some municipalities consistently 
improved on or maintained ‘clean’ audit outcomes. According to AGSA (2016: 52), the 
most prominent reason for unclean audit outcomes is a poor control environment. 
Consequently, low-quality financial information is as a result of weaknesses in internal 
controls (Ashbaugh-Skaife, et al. 2008: 247). In the municipal context in SA, it is 
therefore imperative to understand the type of controls that relate to clean audits 
versus unclean audits. 
 
Research question: Which internal controls underpin clean audits compared to those 
with unclean audits?  
 
By reflecting on the above research problem and question, the study has identified 
and answered the problems found in most South African municipalities and in the 
country's organisations at large. The study findings established what certain 
municipalities are doing in order to attain clean audit outcomes. Recommendations 
have been made as to the actions municipalities with unclean audit outcomes should 
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undertake, and the internal controls that should be focused on in order to improve their 
audit outcomes. 
 
5.8 FINAL CONCLUSIONS 
The study has generated an in-depth understanding of the internal controls in 
municipalities. The research found that internal controls are a critical part of generating 
reliable financial data in South African municipalities or in any other organisations. It 
is imperative that management should be cognisant of the impact of internal controls 
on the efficiency and effectiveness of operations, including the safeguarding of assets 
and compliance with the applicable laws and regulations. 
The role of internal control transcends safeguarding company property as it impacts 
risk management and the preventative, detective, corrective and directive controls that 
ensure that risk is reduced to an acceptable level. It is evident from the study that if 
internal controls operate effectively, reasonable assurance can be obtained on the 
fairness of financial statements, which would ultimately result in positive, unqualified 
audits without findings.  
It is hoped that the experiences and findings expressed in the study will assist 
municipalities and other government departments to achieve improved operations 
through added value, effective design, efficient risk management, and the full 
implementation of internal controls. 
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ANNEXURE A 
Previous studies on internal control 
Name of study Main findings Design and methods used How this study differs from other 
studies on internal controls 
1. Exploring the 
importance of 
internal control 
mechanisms in 
attaining a clean 
audit: the case 
of Sedibeng 
district 
municipality 
(SDM). 
The findings were presented by means of the basic 
internal control framework specified by COSO: 
1. The researcher discovered that the SDM has 
a proper record-keeping mechanism; 
however, the function has its own challenges. 
2. The SDM has an established function of audit 
committees, internal audit and a sound risk 
assessment framework. 
3. Effective and updated policies and 
procedures. The connected functions relating 
to finance in the MFMA have not received 
much attention. 
4. Oversight responsibility and effective 
leadership culture: it was found that the 
management role was applied separately from 
a leadership perspective. The management 
perspective focused on the processes, control 
Questionnaires were 
conducted in taking a 
combined approach of 
quantitative and qualitative 
research design.  
Interviews were conducted 
with political office bearers and 
management from within the 
municipality (Scholtz, 2014: 
82). 
 
Survey methods were used, 
including one-on-one 
interviews, group discussions 
and email versions of the 
questionnaire. 
 
The researcher benefited from the 
Scholtz (2014) study. However, the 
study is limited as Scholtz explored 
only SDM. SDM has consistently 
achieved a trend of unqualified audits 
and has sustained their clean audit 
status (Scholtz 2014: 6), whereas this 
study aimed to explore the unclean 
audit reports to identify the common, 
good and bad internal controls that 
underpin audit outcomes. This 
allowed the researcher to make 
recommendations for municipalities 
receiving an unclean audits to 
improve their audit status.   
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measures, problem solving, preventative 
measures and on ensuring compliance within 
the legislative frameworks (Scholtz, 2014: 
103). 
Questionnaires were sent to all 
selected politicians and 
employees who were willing to 
assist in the research.  
2. Fostering a 
framework to embed the 
records management 
function into the auditing 
process in the South 
African public sector. 
The findings revealed the following: 
1. Record management is a key enabler to the 
auditing process. Ngoepe (2012: 186) found 
that a lack of supporting evidence in the form 
of records to support financial statements 
contributed to negative audit results. Issues on 
record-keeping are increasingly being 
identified in audit reports. 
 
2. Internal auditors need records to execute their 
mandates, yet they do not establish 
partnerships with records management 
practitioners. Most governmental bodies have 
established internal audit units, however, the 
public sector in South Africa continues to 
obtain unclean audit results.  
 
This was a mixed method 
study, with quantitative 
methods being dominant and 
substantiated by qualitative 
data. Triangulation of the data 
collection instruments prove 
useful, as it enabled the 
researcher to collect reliable 
data through questionnaires, 
interviews and content 
analysis. 
Lack of supporting documents came 
down to the issues dealt with in this 
study, as they formed part of the 
overall internal control structure. The 
root cause of lack of supporting 
documents can be associated with 
management not taking full ownership 
of the internal control environment, 
slow response to auditors' previous 
years findings, and lack of skilled or 
qualified staff, to name a few. 
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- This is in part due to the fact that internal 
audits are not frequently conducted in 
governmental bodies. 
- In cases where internal audits were 
conducted, follow-ups or remedial actions to 
the reports were not done. An assumption is 
that follow-ups were not done due to the 
internal audit reports not being made public, 
and therefore management was not 
concerned about such reports as members of 
the public would not have access to them.  
- In most governmental bodies, records 
management did not form part of the internal 
audit scope, hence many record-keeping 
issues were identified by external auditors at a 
later stage. Furthermore, many governmental 
bodies did not have plans to respond to audit 
queries.  
- Records management professionals were 
excluded from audit committees. Most records 
management issues were not addressed in 
audit committee meetings, which explains why 
AGSA identified many audit queries regarding 
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records management in most governmental 
bodies (Ngoepe, 2012: 189). 
- Internal auditing of the AFS of many 
governmental bodies was not being performed 
regularly, reason being that the AFS were 
issued only at year-end and interim AFS were 
not issued.  
- Furthermore, governmental bodies were 
characterised by the late closing of accounts, 
poor internal controls, incomplete and 
inaccurate records that led to unclean audit 
results. 
 
3. Records management custodian had 
resigned. Hence the missing documents that 
no one could account for. 
 
4. Leadership in most governmental bodies was 
conspicuous by its absence during the audits. 
Leadership availability ensures that records 
are retrieved as and when requested by 
auditors. 
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5. Due to lack of financial skills, consultants were 
brought in to compile the financial statements. 
These consultants did not always provide 
skills transfer, hence the same consultants 
would have to be contracted each year. 
 
 
It is worth noting that the above study’s data analysis 
and research findings ranked records management at 
number five with an average score of 5.68%, while 
internal control was ranked at number one out of 10 
(with an average score of 7.63%). These were key 
contributors to negative audit outcomes (Ngoepe, 
2012:123).  
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3. A critical analysis of 
the application of King 
III in the local 
government sphere – 
the case of the Buffalo 
City metropolitan 
municipality (BCMM) in 
the Eastern Cape from 
2009 – 2011. 
The findings revealed the following: 
1. The effectiveness of the governance 
structures was compromised by a lack of 
leadership. Leadership plays an important role 
in public institutions. 
 
2. BCMM was severely weakened by political 
instability and infighting among councillors. 
The ruling African National Congress (ANC) 
has always been in power at the BCMM. The 
instability has been due to power shifting from 
one faction to the other. 
 
3. Internal audit unit and other structures did not 
deliver the results expected of them. 
 
4. Performance management systems (PMS) 
are not monitored, evaluated and rewarded, 
the system is as good as not being there. 
5. The study revealed that political instability, 
administrative instability, poor management of 
politico-administrative interface, ineffective 
governance structures, and poor performance 
The Research employed a 
combination of both qualitative 
and quantitative methods due 
to the fact that a lot of statistical 
information needed to be 
processed and interpreted. 
The qualitative aspect was a 
subjective analysis of the state 
of corporate governance in 
local government, which 
involved interviews, 
questionnaires and secondary 
data (Mawonga, 2012: 11). 
Regarding Scholtz’s (2014) study, the 
researcher indicated that this too is 
without any representation, as 
Mawonga (2012) also explored only 
one municipality, the BCMM, which 
had obtained an unclean audit for the 
past few years. Mawonga mainly 
focused on one element of internal 
control which is leadership. 
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management practices cannot coexist in good 
governance (Mawonga, 2012: 63). 
4. User's perspective on 
the relationship 
between internal 
controls and key 
constructs. 
The findings revealed that: 
1. A significant positive relationship existed 
between the degree of implementation of 
internal controls and participant-reported 
organisation performance.  
2. There was a significant positive 
relationship between the level of 
implementation of internal controls and the 
level of trust employees have for their 
employer.  
3. Furthermore, it was found that the level of 
implementation of internal controls has a 
This research used descriptive 
methodology. The researcher 
utilised an online survey 
questionnaire to examine the 
research hypotheses and 
predictive research model 
formulated from the in-depth 
review of the literature. 
Mutnuru (2015), focused more on the 
employer/ employee relationship 
impacting the overall performance of 
the organisations, which reflects on 
the financials of the business. 
Financial statements are what 
auditors look at and not performance 
within an organisation hence, this 
study is more interested on internal 
control underpinning audit outcome 
(employer/ employee relationship is 
also found within the internal control 
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significant positive relationship with both 
employee engagement and employee self-
reported performance. 
4. There was a significant positive 
relationship between the level of trust an 
employee has towards the employer, and 
employee engagement in small 
businesses.  
5. One implication of this study is that private-
information technology-intensive 
organisations should consider 
implementing a system of internal controls 
such as the COSO system. (Mutnuru, 
2015: 74). 
 
In conclusion, when an organisation has strong 
internal controls, then the organisation tends to 
have a high level of organisational performance. 
When an organisation has weak internal controls, 
then the organisation tends to have a low level of 
organisational performance (Mutnuru, 2015: 79).  
concept). Mutnuru (2015) dealt with 
the COSO internal control framework 
for privately owned companies, 
whereas this study dealt solely with 
public entities. 
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5. Analysing the 
financial internal 
controls that 
promote 
accountability in 
the Kwazulu-
Natal Office of 
the Premier: A 
case study 
approach. 
The findings revealed that: 
1. Office of the Premier (OTP) had made 
substantial progress whereby internal controls 
had been strengthened to address prior audit 
queries; however, in order to promote and 
improve accountability, there was still room for 
improvement. 
2. A critical challenge identified in the control 
environment was that of inadequate staff 
capacity. 
3. Internal audits have become an important 
support mechanism to the OTP, especially in 
the area of risk management, where the issue 
of suitable communication levels was cited as 
a challenge. 
4. Lapses in internal control were due to units not 
having appropriately qualified and competent 
staff.  
5. A lack of consequence management was 
raised as an issue due to marked deficiencies 
in internal control and a concomitant lack of 
disciplinary action being implemented by the 
OTP. 
A qualitative research 
approach was adopted, 
utilising a case study method. 
Sewrathan (2016: 69). 
The Sewrathan (2016) study focused 
mainly on internal controls related to 
accountability, with the focus being on 
the KZN OTP which received 
negative audit outcomes from 2011-
2015. This study, however, deals with 
internal control that relates to 
organisational operations, 
compliance, and financial and non-
financial reporting objectives. 
Meaning that it encompasses holistic 
internal controls that affect financial 
statements. 
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6. Irregular expenditure from poor planning and 
non-standardised procedures in the 
department inevitably led to essential internal 
financial controls being bypassed. 
7. Internal reporting structures took the form of 
management structures such as the 
management committee (MANCO), the 
executive committee (EXCO), management 
workshops and financial communication 
updates. As cited by the respondents. 
reporting took place on a regular monthly 
basis to the oversight bodies (Sewrathan, 
2016: 143) 
8. Due to the appointment of a risk manager in 
2015, monitoring and evaluation operations 
were strengthened, and internal audit action 
plans improved. 
 
6. Role of Internal 
Audit in Effective 
Management in 
the Public 
Sector. 
The findings revealed that: 
1. Effective management can be achieved in 
local government, and IA effectiveness plays 
a role in ensuring effective management in 
public sector organisations. 
Survey design was employed 
in this work, with the 
population under 
consideration consisting of 
participants from the public 
This study did not focus on the 
effectiveness of IA and its oversight 
control within the internal control 
framework. Thus, the researcher 
intended to broadly explore internal 
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2. It was also discovered that IA effectiveness 
does not affect management control in the 
public sector, and apparently is not significant 
enough to influence management 
effectiveness in the public sector, (Enofe, 
Mgbame, Osa-Erhabor &  Ehiorobo 2013:166) 
 
Conclusion: Since effective management control can 
be achieved and IA plays a key role in ensuring 
effective management in the public sector, there is a 
need for today’s auditors to acquire the requisite 
techniques and skills in computer operations and 
electronic data processing in order to effectively carry 
out their work in continually supporting IA 
effectiveness. Management should put in place a 
conducive environment for internal auditors to perform 
their duties because of the impact which this has on 
IA effectiveness. 
sector in Edo State in Nigeria. 
This is a large state, hence the 
use of a sample. The primary 
data source was a 
questionnaire divided into two 
sections and consisting of ten 
closed-ended questions 
requiring five responses 
(Enofe, et al. 2013: 165). 
controls and their impact on audit 
outcomes. Management control on 
the other hand forms part of the 
control environment, which is also 
within the internal control framework. 
The Enofe, et al. 2013 study has not 
contributed toward the audit 
outcomes literature, hence there is 
still a need to explore those internal 
control elements found within this 
study in relation to audit outcomes. 
7. Determinants of 
quality 
corporate 
governance 
The findings revealed that: 
1.  Audit quality and firm performance are the 
main factors that influence the quality of 
corporate governance both in Kenya and SA. 
There are also differences in the quality of 
The study used panel data 
from annual reports of the 50 
largest companies listed on the 
Johannesburg Stock 
Exchange (JSE), and 49 
Waweru’s study used content 
analysis in conjunction with multiple 
regression analysis to determine the 
relationship between audit quality and 
corporate governance. This study will 
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in Sub-Saharan 
Africa. Evidence 
from Kenya and 
South Africa 
corporate governance between the two 
countries. (Waweru 2014: 455) 
companies listed on the 
Nairobi Stock Exchange 
(NSE). 
The author then used content 
analysis to extract the study 
variables from their annual 
reports and multiple regression 
analyses to determine their 
relationship. 
use content analysis to determine 
relationship between controls and 
audit outcome. Furthermore, the 
study will explore audit outcome and 
not necessarily the quality of the 
audit. 
Corporate governance forms part of 
the control environment, internal 
control component. 
8. Initial evidence 
on the 
association 
between 
municipal audit 
committees, 
governance and 
internal controls 
The findings revealed that: 
1. Internal control deficiencies are more likely if 
there is an internal audit function and if internal 
control weaknesses are reported.  
- This research provides evidence that internal 
control deficiencies are positively associated 
with the presence of an internal audit function. 
- An internal audit function in a municipal 
government may assist the auditors in 
uncovering, disclosing, and tracking internal 
control deficiencies.  
- The internal audit function is positively 
associated with internal control strength, 
which supports the proposition that having an 
Statistical methodology was 
used. Data was collected using 
Survey Monkey and then was 
merged into a single file, from 
which basic descriptive 
statistics were obtained for the 
outcome variables and 
covariates. 
 
Generalised Estimating 
Equations (GEE) were used to 
determine whether an 
association exists between 
significant internal control 
Strickland’s study is on the impact IA 
function has on internal control 
deficiency. Although the study is 
based on municipalities the 
researcher focussed on the IA 
impacting IC deficiency and does not 
further illustrate the impact of IC on 
financial statement and in turn audit 
outcome. Hence, a gap for further 
research. 
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internal audit function assists in discovering 
and disclosing internal control problems. 
2. The numbers for South African municipalities 
that did and did not have audit committees 
over the period 2003 through 2007:  
- Forty-three municipal governments had an 
audit committee in place in 2003, and 51 had 
audit committees in 2007, representing an 
increase of 18.6%.  
- Internal control deficiencies increased from 20 
reported in 2003 to 45 reported in 2007, 
representing an increase of 125%. In 2003, six 
internal control weaknesses were reported 
while in 2007, 25 municipal governments 
reported internal control weaknesses. This is 
an increase of over 316%. 
- In 2003, there were 25 municipal governments 
that employed a 'big four' audit firm (as 
reported by the Single Audit), and in 2007, 11 
municipal governments employed a 'big four' 
firm. This represents a 56% decrease in the 
presence of 'big-four' audit firms over the 
period.  
deficiencies and the presence 
of an audit committee, or if an 
association exists between 
weaknesses in internal control 
and the presence of an audit 
committee (Strickland 2011: 
29). 
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- Exactly half (55) of the municipalities reported 
an internal audit function, and half reported no 
internal audit function (Strickland 2011: 36). 
9. CEO Power, 
Internal Control 
Quality, and 
Audit Committee 
Effectiveness in 
Substance 
Versus in Form. 
The findings revealed that: 
1. The important policy issue of whether 
requiring fully independent nominating 
committees is enough to promote the 
substance of audit committee effectiveness, 
which is essential to improve earnings quality 
and protect shareholder interests (Lisic, Neal, 
Zhang & Zhang, 2016: 1201). 
2. The appearance of having an effective audit 
committee does not automatically translate 
into effective monitoring. Rather, CEO power 
plays an essential role in determining the 
substance of audit committee effectiveness. 
Furthermore, the study shows that the 
moderating effect of CEO power on audit 
committee effectiveness is stronger when the 
CEO extracts more rents from the firm via 
insider trading. 
3. Requiring fully independent nominating 
committees alone is not sufficient. CEOs can 
This study constructed a 
matched sample using 
propensity score-matching 
methodology.  
The study focused on the influence 
CEOs have on audit committees. This 
influence can affect the credibility of 
financial statements, as internal 
controls can be tempered to favour 
management. Therefore, further 
research should be conducted to 
explore IC that affects the financials 
and in turn the audit outcome. 
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still impact the substantive effectiveness of 
audit committees in the post-SOX era, where 
their direct involvement in director selection is 
prohibited. Further, they also provide evidence 
that such effects are not driven by the CEOs 
indirect involvement in selecting directors. 
4. CEO power stemming from being also the 
chairman of the board moderates audit 
committee effectiveness and sheds light on an 
aspect of corporate governance in the United 
States that may be in need of change.  
5. Combining the roles of CEO and chairman is 
more common in the United States than in the 
rest of the world, and study results suggest 
that the failure to separate these roles may 
provide an opportunity for CEOs to adversely 
impact the effectiveness of audit committees 
(Lisic, et al. 2016: 1203). 
10. The impact of 
Section 302 and 
404(b) Internal 
Control 
disclosures on 
The finding revealed that: 
1. Investors react negatively to Section 302 
disclosures of material weaknesses, which 
indicates that the internal control is ineffective. 
Researchers suggest that investors may react 
A case study was based on an 
actual (disguised) company, 
and included background 
information, quarterly 
information (3rd quarter), and 
Church & Schneider’s (2016) article 
focused on internal control 
disclosures and how they impact 
investors decisions. It seems from the 
article that a significant deficiency 
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prospective 
investors’ 
judgements and 
decisions: An 
experimental 
study.  
negatively because they are concerned about 
the quality of financial information. 
2. Disclosure of a significant deficiency, 
accompanied by a clean auditor’s opinion of 
internal control over financial reporting (ICFR), 
can have a positive effect. The data suggests 
that such disclosure bolster the reliability of 
financial information and enhances, to some 
degree, management’s credibility and, in turn, 
increases investors' willingness to invest 
(Church & Schneider 2016:183) 
annual information. The study 
required participants to make 
investment decisions after 
quarterly and annual 
disclosures. This caused the 
participant responses to the 
presentation of quarterly and 
annual information to gain 
insight into their evaluation of 
the company, specifically the 
reliability of financial 
information and the credibility 
of management. 
 
disclosure does not impact investor 
decision only if accompanied by a 
clean audit opinion. This study does 
not look only at IC disclosures, it 
focuses on IC that results in better 
audit outcomes. For one to disclose 
on IC, research on the IC 
underpinning the audit outcome 
should be conducted, to exactly 
establish the nature these controls 
before one can disclose off. 
11. Internal control 
reporting and 
accounting 
standards: A 
cross-country 
comparison. 
The findings revealed that: 
1. SOX affords researchers the ability to examine 
differences between types of material 
weakness (MW) as reported by foreign and 
U.S. firms. 
2. Foreign firms are provided with flexibility in 
determining which accounting standards to 
use in their preparation of SEC submitted 
financial statements.  
The researcher used a 
quantitative multivariate 
methodology and a logistic 
regression model to examine 
whether there is an association 
between MW reporting in U.S. 
and foreign firms (Wilford, 
2016: 285). 
Wilford’s (2016) study was found to 
be interesting. Its focus was on 
different accounting standards and 
their difference ways of reporting. 
Wilford determined whether some 
company’s in foreign countries select 
an IFRS standard that reports fewer 
MW as opposed to other accounting 
standards that require more MW 
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3. The results of the current study indicate that 
foreign firms are more likely to report MW than 
domestic firms.  
4. Furthermore, the results indicate that foreign 
firms that submit their financial statements 
using IFRS report fewer MW than firms that 
submit their financials using different 
standards. 
- One of the main implications of this result is 
that accounting standards play a significant 
role in financial reporting. However, it is 
unclear whether firms choose accounting 
standards that will strengthen their internal 
controls, or if they choose accounting 
standards that allow them to report fewer MW. 
5. Internal control plays a significant role in 
financial reporting, and these results imply that 
regulators and policymakers should consider 
whether firms should be able to bypass 
regulations through their standards choices. 
6. SOX is not the only approved internal control 
regulation to which foreign firms must comply. 
After the passage of SOX, many countries 
reporting. However, he further 
indicates that the countries using 
IFRS also have other IC regulations, 
meaning that where IFRS is 'lacking', 
these regulations make up for the 
weakness.  
The Wilford (2016) study seeks to 
explore IC in general as opposed to 
the technicalities of the standards in 
particular. If good controls such as 
competency, ethical staff, segregation 
of duties etc. are not in place, financial 
statement reporting will be 
compromised, resulting in unreliable 
information. Thus, IC research is 
imperative, and comparisons of good 
vs bad controls are needed to give 
clearer understanding of what can be 
done differently by those 
organisations which desire to improve 
audit outcomes.  
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followed suit and passed their own forms of 
internal control regulation.  
7. The firms/countries that adopted IFRS are 
primarily located in Canada and throughout 
Europe. Many, if not all these countries have 
passed internal control regulation. As such, 
these IFRS foreign firms comply with multiple 
internal control regulations. This doubling up 
on internal control regulation could explain the 
lower likelihood/incidence of MW among IFRS 
firms. 
8. There are differences in internal control 
reporting between weak rule of law regimes 
and strong rule of law regimes. These results 
provide additional support to the governance 
literature and imply and confirm that 
governance within a country has an impact on 
the country’s internal control reporting. 
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ANNEXURE B 
Project: MCom analysis 
Report created by mnevhutanda on 2018/12/22 
Code Report 
All (49) codes 
● CA HR management 
443 Quotations: 
1:14 In order to ensure that Human Resources policies are updated when 
requ…… (272:1196 [272:1286]) - D 1: BCMM ANNUAL REPORT 
1 Codes: 
● CA HR management 
3:19  HR will introduce a staffing model that would reflect a balanced 
rat…… (603:1278 [603:1357]) - D 3: Draft 2015-2016 eThekwini Municipality 
Annual Report_Final 
1 Codes: 
● CA HR management 
4:32 20 HUMAN RESOURCES SERVICES . (5:5773 [5:5801]) - D 4: Mangaung 
MM-Annual-Report-2015-2016-17-Feb-2017 
1 Codes: 
● CA HR management 
5:33 contractual workers, the continued development of SAP and mSCOA 
HR rel…… (304:570 [304:643]) - D 5: Nelson Mandela Bay 2015-16 Draft 
Annual Report - Part 1 
1 Codes: 
● CA HR management 
8:12 • Use of the hr Service Desk increased by almost 21% from (133:3155 
[133:3212]) - D 8: City of Cape Town 2015_16 Annual Report Final 
1 Codes: 
● CA HR management 
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9:3 All Leave processes inclusive of Sick leave are manual up to Payroll 
p…… (131:773 [131:1048]) - D 9: City of Johannesburg Consolidated 
Integrated Report 
1 Codes: 
● CA HR management 
9:50 high vacancy rates in levels 4 - 6. (106:1672 [106:1706]) - D 9: City of 
Johannesburg Consolidated Integrated Report 
1 Codes: 
● CA HR management 
10:131 The vacancy rate is that of permanent employees only, and thus 
exclude…… (242:1781 [242:1886]) - D 10: City of Tshwane Annual Report for 
the 2015 2016 Financial Year 
1 Codes: 
● CA HR management 
11:17 Human Resources; ICT (32:1112 [32:1131]) - D 11: Ekurhuleni Metro 
Muni Annexure A ANNUAL REPORT 2015-16 
1 Codes: 
● CA HR management 
12:154 rotation basis (every three months to avoid compliance findings on 
act…… (161:295 [161:379]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
2 Codes: 
● CA HR management / ● CE Compliance with legislation framework 
21:1 Clean DM Cape Winelands Annual Report 2015_2016 (131:284:336-
131:316:522) - D 21: Clean DM Cape Winelands Annual Report 2015_2016 
1 Codes: 
● CA HR management 
22:41 COMPONENT A: Turnover And Vacancies (294:2203 [294:2237]) - D 22: 
Unclean DM Capricorn AnnualReport201516 
1 Codes: 
● CA HR management 
23:10 6) Human Resources - Recruitmrent and Appointments (August 
(207:1615 [207:1673]) - D 23: Unclean DM Gert Sibande annualreport2015-16 
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1 Codes: 
● CA HR management 
24:54 h) SENIOR MANAGEMENT VACANCY (16:208 [16:235]) - D 24: Clean 
DM Nkangala audited_annual_report_2015_to_2016 
1 Codes: 
● CA HR management 
25:14 auditors, human resources practitioners, finance related personnel, 
et…… (101:1845 [101:1916]) - D 25: Clean DM Frances Baard district 2015.16-
Annual-Report-website 
1 Codes: 
● CA HR management 
26:14 Vacancy not advertised within 14 days after (123:913 [123:961]) - D 26: 
Clean DM Thabo Mofutsanyana District Annual report 2015-16 
1 Codes: 
● CA HR management 
27:5 2: Financial performance: Human Resource Services (R’000) (128:464 
[128:520]) - D 27: Clean DM West coast district Annual-Report-2015-2016-
final-3 
1 Codes: 
● CA HR management 
28:1 Human Resources Committee (28:1210 [28:1234]) - D 28: Unclean DM 
Dr Kenneth District final draft 2015 16 annual report ver 2 200117docx 
1 Codes: 
● CA HR management 
29:4 Human Resources (80:400 [80:414]) - D 29: Unclean DM Umkhanyakude 
District Annual report 2015-16 
1 Codes: 
● CA HR management 
29:80 1 EMPLOYEE TOTALS, TURNOVER AND VACANCIES (289:7 [289:48]) 
- D 29: Unclean DM Umkhanyakude District Annual report 2015-16 
1 Codes: 
● CA HR management 
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30:13 The Training and Development was reviewed and implemented by the 
Human…… (61:1823 [61:1951]) - D 30: Unclean DM Waterberg District Final 
2015_16 Annual Report 
1 Codes: 
● CA HR management 
31:1  As Human Resources Manager: (37:312 [37:340]) - D 31: Clean LM 
Matatiele local Annual Report 31-08-2016 
1 Codes: 
● CA HR management 
32:13 Vacancy rate per post and functional level (98:137 [98:178]) - D 32: 
Clean LM Matzikama local Annual Report 2015-16 
1 Codes: 
● CA HR management 
33:3  Human Resources Policy (34:983 [34:1006]) - D 33: Clean LM 
Okhahlamba local Annual Report 2015-16 
1 Codes: 
● CA HR management 
34:7 (used to optimize the knowledge and skills of human resources within 
t…… (122:1184 [122:1255]) - D 34: Clean LM Senqu local Annual report 2015-
16 
1 Codes: 
● CA HR management 
37:5 The Human Resources Management section is a support service and is 
res…… (106:585 [106:670]) - D 37: Unclean LM Govan Mbeki local Annual 
report 2015-16 
1 Codes: 
● CA HR management 
37:7 Human Resources Management within the municipal environment is 
respons…… (156:18 [156:99]) - D 37: Unclean LM Govan Mbeki local Annual 
report 2015-16 
1 Codes: 
● CA HR management 
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38:5 responsible for Human Resource in the form of files and leave 
administ…… (97:539 [97:628]) - D 38: Unclean LM Kopanong local Annual 
report 2015-16 
1 Codes: 
● CA HR management 
39:31 Measures to improve and lower vacancy rate have been employed by 
prior…… (146:600 [146:706]) - D 39: Unclean LM KwaDukuza local Annual 
report 2015-16 
1 Codes: 
● CA HR management 
40:1 namely Administration, Human Resources and Information (32:228 
[32:281]) - D 40: Unclean LM uMhlathuze local Annual Report 2015-16 
1 Codes: 
● CA HR management 
● CA IT system 
103 Quotations: 
1:39 13 Information Technology 100% 0% 26-Nov-15 (271:2021 [271:2063]) - 
D 1: BCMM ANNUAL REPORT 
1 Codes: 
● CA IT system 
3:25 Another strategy is to incorporate technology in the outlets 
especiall…… (605:974 [605:1394]) - D 3: Draft 2015-2016 eThekwini 
Municipality Annual Report_Final 
1 Codes: 
● CA IT system 
10:124 State Information Technology Board Subcommittees. (714:505 
[714:553]) - D 10: City of Tshwane Annual Report for the 2015 2016 Financial 
Year 
1 Codes: 
● CA IT system 
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12:444 In such instances, municipalities made use of consultants to ensure 
th…… (101:864 [101:965]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
1 Codes: 
● CA IT system 
27:23 Financial Performance: Information Technology (131:384 [131:429]) - 
D 27: Clean DM West coast district Annual-Report-2015-2016-final-3 
1 Codes: 
● CA IT system 
28:24 Information Technology (118:475 [118:496]) - D 28: Unclean DM Dr 
Kenneth District final draft 2015 16 annual report ver 2 200117docx 
1 Codes: 
● CA IT system 
37:11 ß Information Technology Support (43:772 [43:804]) - D 37: Unclean 
LM Govan Mbeki local Annual report 2015-16 
1 Codes: 
● CA IT system 
● CA Processing and reconciling controls 
21 Quotations: 
1:35 resulted in key reconciliations and processing only being (321:1648 
[321:1704]) - D 1: BCMM ANNUAL REPORT 
1 Codes: 
● CA Processing and reconciling controls 
1:36 • Non adherence to permit conditions (waste record keeping, daily 
comp…… (87:164 [87:240]) - D 1: BCMM ANNUAL REPORT 
1 Codes: 
● CA Processing and reconciling controls 
7:23 Nelson Mandela Bay audit-report-2015-16 (9:97:343-9:527:426) - D 7: 
Nelson Mandela Bay audit-report-2015-16 
● CA Record keeping 
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24 Quotations: 
1:1 Record Keeping (133:5567 [133:5580]) - D 1: BCMM ANNUAL REPORT 
1 Codes: 
● CA Record keeping 
27:14 and suboffices and for regulating record keeping. (122:2922 
[122:2972]) - D 27: Clean DM West coast district Annual-Report-2015-2016-
final-3 
1 Codes: 
● CA Record keeping 
29:13  Improvement of record keeping as per Archives Act (78:639 [78:689]) 
- D 29: Unclean DM Umkhanyakude District Annual report 2015-16 
1 Codes: 
● CA Record keeping 
● CE Action plans to address any deficiencies 
120 Quotations: 
1:144 it assists in implementing action plans. (205:2642 [205:2681]) - D 1: 
BCMM ANNUAL REPORT 
1 Codes: 
● CE Action plans to address any deficiencies 
4:19 Audit Action plan (227:701 [227:717]) - D 4: Mangaung MM-Annual-
Report-2015-2016-17-Feb-2017 
1 Codes: 
● CE Action plans to address any deficiencies 
6:11 prevention action plan by the Director: (251:450 [251:488]) - D 6: Nelson 
Mandela Bay 2015-16 Draft Annual Report - Part 2 
1 Codes: 
● CE Action plans to address any deficiencies 
10:15 An action plan for the 2015/16 (703:990 [703:1019]) - D 10: City of 
Tshwane Annual Report for the 2015 2016 Financial Year 
1 Codes: 
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● CE Action plans to address any deficiencies 
10:23 developing an HR Strategy Action Plan stipulating (904:1226 
[904:1274]) - D 10: City of Tshwane Annual Report for the 2015 2016 Financial 
Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:24 and preparing action plans (through the MLAP) to respond to findings 
r…… (302:1539 [302:1626]) - D 10: City of Tshwane Annual Report for the 
2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:25 implemented MLAP (Management Letter Action Plan) initiatives that 
moni…… (37:905 [37:1013]) - D 10: City of Tshwane Annual Report for the 
2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:26 survey report and action plan to address customer dissatisfaction 
has…… (85:2123 [85:2206]) - D 10: City of Tshwane Annual Report for the 
2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:27 The section ensures that all of this is achieved by developing 
program…… (150:545 [150:655]) - D 10: City of Tshwane Annual Report for 
the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:41 2 MANAGEMENT LETTER ACTION PLAN (556:112 [556:142]) - D 10: 
City of Tshwane Annual Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:45 General Background Action plan (557:56 [557:85]) - D 10: City of 
Tshwane Annual Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
132 
 
10:46 action plan. (559:1347 [559:1358]) - D 10: City of Tshwane Annual 
Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:47 action plan. (559:1404 [559:1415]) - D 10: City of Tshwane Annual 
Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:48 CHAPTER 6: AUDITOR-GENERAL REPORT AND ACTION PLAN . 
(701:270 [701:320]) - D 10: City of Tshwane Annual Report for the 2015 2016 
Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:49 Management action plan (718:141 [718:163]) - D 10: City of Tshwane 
Annual Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:50 Management action plan (719:141 [719:163]) - D 10: City of Tshwane 
Annual Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:51 Management action plan (720:141 [720:163]) - D 10: City of Tshwane 
Annual Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:52 Management action plan (721:141 [721:163]) - D 10: City of Tshwane 
Annual Report for the 2015 2016 Financial Year 
1 Codes: 
● CE Action plans to address any deficiencies 
10:53 action plan to address customer dissatisfactions has been compiled. 
(732:349 [732:415]) - D 10: City of Tshwane Annual Report for the 2015 2016 
Financial Year 
1 Codes: 
133 
 
● CE Action plans to address any deficiencies 
11:8 An action plan was developed to address gaps identified through the 
as…… (207:1148 [207:1227]) - D 11: Ekurhuleni Metro Muni Annexure A 
ANNUAL REPORT 2015-16 
1 Codes: 
● CE Action plans to address any deficiencies 
11:9 As part of the key action plans to (208:250 [208:283]) - D 11: Ekurhuleni 
Metro Muni Annexure A ANNUAL REPORT 2015-16 
1 Codes: 
● CE Action plans to address any deficiencies 
11:10 action plan. (281:455 [281:466]) - D 11: Ekurhuleni Metro Muni 
Annexure A ANNUAL REPORT 2015-16 
1 Codes: 
● CE Action plans to address any deficiencies 
11:11 action plan. (286:1381 [286:1392]) - D 11: Ekurhuleni Metro Muni 
Annexure A ANNUAL REPORT 2015-16 
1 Codes: 
● CE Action plans to address any deficiencies 
12:25 The controls relating to audit action plans had regressed (24:102 
[24:158]) - D 12: 2015-16 MFMA - Consol GR - Complete Document 
1 Codes: 
● CE Action plans to address any deficiencies 
12:31 attributed mainly to increased reviews and monitoring of action 
plans…… (37:1772 [37:1885]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
1 Codes: 
● CE Action plans to address any deficiencies 
12:58 action plans to address compliance with legislation and (158:1797 
[158:1851]) - D 12: 2015-16 MFMA - Consol GR - Complete Document 
○ CE Effective leadership 
9 Quotations: 
134 
 
1:150 Good Corporate governance is essentially about effective leadership. 
I…… (361:96 [361:467]) - D 1: BCMM ANNUAL REPORT 
1 Codes: 
○ CE Effective leadership 
5:21 interact and share their concerns and complaints with the leadership 
a…… (90:943 [90:1014]) - D 5: Nelson Mandela Bay 2015-16 Draft Annual 
Report - Part 1 
1 Codes: 
○ CE Effective leadership 
8:10 – This annual integrated event was again held in December 2015 at 
Zan…… (103:231 [103:432]) - D 8: City of Cape Town 2015_16 Annual Report 
Final 
1 Codes: 
○ CE Effective leadership 
10:68 The Board provides effective leadership based on a principled 
foundati…… (707:97 [707:184]) - D 10: City of Tshwane Annual Report for the 
2015 2016 Financial Year 
1 Codes: 
○ CE Effective leadership 
11:12 that, with the elected visionary political leadership and a 
competent,…… (13:1682 [13:1775]) - D 11: Ekurhuleni Metro Muni Annexure 
A ANNUAL REPORT 2015-16 
1 Codes: 
○ CE Effective leadership 
● CE Leadership culture 
220 Quotations: 
1:127 Instability and change in leadership during the year under review 
hav…… (321:523 [321:925]) - D 1: BCMM ANNUAL REPORT 
2 Codes: 
● CE Leadership culture / ● MON Oversight responsibility 
● CE Leadership culture 
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10:55 ensure that the City executes its functions through the leadership 
of…… (55:735 [55:845]) - D 10: City of Tshwane Annual Report for the 2015 
2016 Financial Year 
1 Codes: 
● CE Leadership culture 
10:57 risk management and mitigation, ethical leadership and fighting 
fraud…… (184:1639 [184:1723]) - D 10: City of Tshwane Annual Report for 
the 2015 2016 Financial Year 
1 Codes: 
● CE Leadership culture 
11:3 Par 29: The accounting officer did not exercise adequate oversight 
res…… (23:1643 [23:1773]) - D 11: Ekurhuleni Metro Muni Annexure A 
ANNUAL REPORT 2015-16 
1 Codes: 
● CE Leadership culture 
11:13 Leadership (23:1630 [23:1639]) - D 11: Ekurhuleni Metro Muni 
Annexure A ANNUAL REPORT 2015-16 
1 Codes: 
● CE Leadership culture 
12:267 This slow response by the leadership to (12:1689 [12:1727]) - D 12: 
2015-16 MFMA - Consol GR - Complete Document 
1 Codes: 
● CE Leadership culture 
24:15 leadership demonstrated during the financial year. (256:406 [256:455]) 
- D 24: Clean DM Nkangala audited_annual_report_2015_to_2016 
1 Codes: 
● CE Leadership culture 
25:15 administrative leadership which ensures good governance, strategic 
fin…… (10:1247 [10:1349]) - D 25: Clean DM Frances Baard district 2015.16-
Annual-Report-website 
1 Codes: 
● CE Leadership culture 
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25:16 to provide the kind of leadership that would propel the municipality 
t…… (94:2452 [94:2563]) - D 25: Clean DM Frances Baard district 2015.16-
Annual-Report-website 
1 Codes: 
● CE Leadership culture 
26:3 ~ the political leadership of the municipality we have expressed a 
po…… (6:1795 [6:1898]) - D 26: Clean DM Thabo Mofutsanyana District 
Annual report 2015-16 
1 Codes: 
● CE Leadership culture 
29:20 our leadership is expecting the UMDA to achieve. (250:570 [250:617]) - 
D 29: Unclean DM Umkhanyakude District Annual report 2015-16 
1 Codes: 
● CE Leadership culture 
31:12 Let me thank the Political Leadership together with Traditional 
Leader…… (7:1403 [7:1502]) - D 31: Clean LM Matatiele local Annual Report 
31-08-2016 
1 Codes: 
● CE Leadership culture 
32:10 effectively due to the lack of leadership, expertise, funding, etc. 
(71:2320 [71:2386]) - D 32: Clean LM Matzikama local Annual Report 2015-16 
1 Codes: 
● CE Leadership culture 
33:6 included: Disaster Management, Environmental Practice, Community 
Facil…… (57:284 [57:372]) - D 33: Clean LM Okhahlamba local Annual Report 
2015-16 
1 Codes: 
● CE Leadership culture 
35:36  Internal Control (33:1364 [33:1381]) - D 35: Clean LM Swartland local 
Annual report 2015-16 
1 Codes: 
● CE Leadership culture 
137 
 
37:13 understands the importance that strong political leadership, sound 
adm…… (6:278 [6:372]) - D 37: Unclean LM Govan Mbeki local Annual report 
2015-16 
1 Codes: 
● CE Leadership culture 
40:9 leadership, bearing in mind that we have new Inkosi at Kwa Dube 
(162:5148 [162:5210]) - D 40: Unclean LM uMhlathuze local Annual Report 
2015-16 
1 Codes: 
● CE Leadership culture 
● CE Use of consultants 
210 Quotations: 
4:1 consultant can be (52:1988 [52:2004]) - D 4: Mangaung MM-Annual-
Report-2015-2016-17-Feb-2017 
1 Codes: 
● CE Use of consultants 
5:51 Consultants have been commissioned to prepare a Master Plan on 
drop-of…… (133:6 [133:85]) - D 5: Nelson Mandela Bay 2015-16 Draft Annual 
Report - Part 1 
1 Codes: 
● CE Use of consultants 
5:52 In conjunction with Eskom, consultants were appointed (133:1443 
[133:1495]) - D 5: Nelson Mandela Bay 2015-16 Draft Annual Report - Part 1 
1 Codes: 
● CE Use of consultants 
6:4 Consultants Fees 1,838,830 8,043 1,830,787 (83:157 [83:199]) - D 6: 
Nelson Mandela Bay 2015-16 Draft Annual Report - Part 2 
1 Codes: 
● CE Use of consultants 
10:70 consultants (213:686 [213:696]) - D 10: City of Tshwane Annual Report 
for the 2015 2016 Financial Year 
1 Codes: 
138 
 
● CE Use of consultants 
10:72 Consultant fees 140,390,035 200,169,861 131,110,902 194,151,783 
(444:2309 [444:2371]) - D 10: City of Tshwane Annual Report for the 2015 
2016 Financial Year 
1 Codes: 
● CE Use of consultants 
12:473 Further to over-reliance on consultants, seven of the 11 auditees 
that…… (164:2329 [164:2439]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
24:30 Consultants (115:1387 [115:1397]) - D 24: Clean DM Nkangala 
audited_annual_report_2015_to_2016 
1 Codes: 
● CE Use of consultants 
24:31 Consultants (116:291 [116:301]) - D 24: Clean DM Nkangala 
audited_annual_report_2015_to_2016 
1 Codes: 
● CE Use of consultants 
24:32 consultants (116:807 [116:817]) - D 24: Clean DM Nkangala 
audited_annual_report_2015_to_2016 
1 Codes: 
● CE Use of consultants 
35:25 consultants (84:1391 [84:1401]) - D 35: Clean LM Swartland local 
Annual report 2015-16 
1 Codes: 
● CE Use of consultants 
35:26 building related consultants (84:1466 [84:1493]) - D 35: Clean LM 
Swartland local Annual report 2015-16 
1 Codes: 
● CE Use of consultants 
● MON Oversight responsibility 
82 Quotations: 
139 
 
1:127 Instability and change in leadership during the year under review 
hav…… (321:523 [321:925]) - D 1: BCMM ANNUAL REPORT 
2 Codes: 
● CE Leadership culture / ● MON Oversight responsibility 
3:8 Draft 2015-2016 eThekwini Municipality Annual Report_Final (306:47:468-
306:562:584) - D 3: Draft 2015-2016 eThekwini Municipality Annual 
Report_Final 
1 Codes: 
● MON Oversight responsibility 
4:3 The Municipality has a functional oversight committee that meets 
regul…… (16:1920 [16:2068]) - D 4: Mangaung MM-Annual-Report-2015-2016-
17-Feb-2017 
1 Codes: 
● MON Oversight responsibility 
5:3 Nelson Mandela Bay 2015-16 Draft Annual Report - Part 1 (95:62:152-
95:543:263) - D 5: Nelson Mandela Bay 2015-16 Draft Annual Report - Part 1 
3 Codes: 
● CE Compliance with legislation framework / ● CE Leadership culture / ● MON Oversight responsibility 
7:21 Nelson Mandela Bay audit-report-2015-16 (9:97:176-9:538:213) - D 7: 
Nelson Mandela Bay audit-report-2015-16 
2 Codes: 
● CE Leadership culture / ● MON Oversight responsibility 
12:503 • APAC to engage the provincial speakers’ forums to provide support 
in…… (117:1736 [117:1835]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
● MON Review and monitoring compliance 
12 Quotations: 
1 Codes: 
● MON Review and monitoring compliance 
12:646 Figure 6: Review and monitor compliance (24:1636 [24:1674]) - D 12: 
2015-16 MFMA - Consol GR - Complete Document 
1 Codes: 
140 
 
● MON Review and monitoring compliance 
12:647 2 Track, review and monitor progress on operation clean audit, 
provide (123:1538 [123:1607]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
1 Codes: 
● MON Review and monitoring compliance 
12:648 5 Track, review and monitor progress on operation clean audit and 
(124:594 [124:658]) - D 12: 2015-16 MFMA - Consol GR - Complete Document 
1 Codes: 
● MON Review and monitoring compliance 
12:649 keeping, daily processing of transactions, reconciliations as well 
as…… (176:3423 [176:3526]) - D 12: 2015-16 MFMA - Consol GR - Complete 
Document 
1 Codes: 
● MON Review and monitoring compliance 
12:650 Review and monitor compliance with legislation (186:571 [186:616]) - 
D 12: 2015-16 MFMA - Consol GR - Complete Document 
1 Codes: 
● MON Review and monitoring compliance 
28:32 in so far as compliance with section 122 of the MFMA and 
management’s…… (34:1550 [34:1643]) - D 28: Unclean DM Dr Kenneth 
District final draft 2015 16 annual report ver 2 200117docx 
1 Codes: 
● MON Review and monitoring compliance 
30:28 compliance with section 122 of the MFMA and management’s review 
and mo…… (89:217 [89:316]) - D 30: Unclean DM Waterberg District Final 
2015_16 Annual Report 
1 Codes: 
● MON Review and monitoring compliance 
 
 
